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C H A P T E R - I 
I N T R O D U C T I O N 
Steel is used in every aspect of our lives from 
automotive manufacture to construction products, from steel 
toecaps for protective footwear to refrigerators and washing 
machines and from cargo ships to the finest scalpel for 
hospital surgery. 
Steel is widely used in railways, defence, nuclear and 
atomic energy, oil and gas transportation, automobiles, ship 
building, heavy machinery, roads and highways, construction, 
power and telecom, electrical equipments, airports, consumer 
durables etc. In fact steel touches all the aspects of human 
life. 
There is a close relationship between consumption of 
steel and the level of economic development. It is no 
exaggeration to say that steel consumption is the yardstick for 
measuring the economic progress of a country. The per capita 
steel consumption in the country is very low at about 35 kg as 
compared to world average of around 170 kg. In rural India 
per capita consumption of steel is as low as 3 kg. Steel is yet 
to touch the lives of millions of people in India. 
India produced 44 million tonnes of crude steel in 2006 
and was ranked the 7^ ^ largest steel producer in the world in 
the same year. The country produces standard quality of steel 
in almost all grades with a growing acceptability in 
international market. Indian steel industry is poised for 
tremendous growth in the coming years. 
Objectives of the Study 
The present study has been undertaken to appraise the 
financial performance of Steel Authority of India Limited 
(SAIL). The whole study aims at the following objectives: 
1. To examine the historical background and current 
scenario of steel industry in India. 
2. To study the various accounting ratios in detail. 
3. To examine and evaluate the profitability of SAIL in 
terms of margins, returns and financial market 
measures. 
4. To identify the factors which are affecting the 
performance of the company. 
5. To analyse the short term as well as long term 
financial strength of SAIL. 
6. To assess the asset management efficiency and 
working capital management of SAIL. 
7. To analyse the capital structure of SAIL. 
8. To suggest appropriate measures for improving the 
profitability, liquidity and long term solvency of 
SAIL. 
Methodology Adopted 
The study covers a period of seven years from 1999-00 
to 2005-06. The data used in this study have been taken from 
the published Annual Reports. The data were also collected 
from various books, websites, newspapers, company release 
material and government publications. The data thus collected 
have been analysed and interpreted with the help of accounting 
ratios. 
The nature of the work requires industry average which 
is not available, the inter period comparison in the absence of 
industry average cannot provide an insight into the 
efficiencies and inefficiencies in the working of the firm 
therefore in order to make the study more effective the 
performance of SAIL has been compared with Tata Steel, the 
largest steel company in the private sector. 
Hypothesis 
The proposed study makes an attempt to substantiate the 
following hypotheses: 
1. That the financial performance of SAIL is better than 
Tata Steel. 
2. That the short term financial strength of SAIL is 
satisfactory. 
3. That the fixed assets utilization efficiency of SAIL is 
better than Tata Steel. 
4. That the SAIL is successfully trading on the equity. 
5. That the SAIL manages its working capital more 
efficiently in comparison to Tata Steel. 
6. That the long term financial strength of SAIL is 
satisfactory. 
Review of the Literature 
Lyn M. Fraser/Aileen Ormiston's book entitled 
""Understanding Financial Statements'' [2004] the main thrust 
of the book is to provide an idea about the financial statement 
analysis step by step. The various accounting ratios have been 
explained in detail. The authors have expounded the 
computation, utility, limitations of ratios and precautions in 
using the ratios have also been presented clearly. Another 
important feature of the book is financial analysis of the 
company Recreational Equipment and Clothing Incorporated 
(R.E.C. Inc.), the third largest retailer of recreational products 
in the U.S. in a very lucid manner. This book covers all the 
aspects of financial statement analysis. 
B.L. Verma's book entitled ''Analysis of Financial 
Statement [1988], in this book the author has provided a 
detailed coverage of techniques of Analysing and Interpreting 
Financial Statements. The book contains an in depth financial 
analysis of six State Electricity Boards of India. The various 
aspects profitability, working capital and short term financial 
strength, capital structure and long term financial strength 
have been explained thoroughly and clearly. 
Sangeeta Gupta's book entitled ''Accounting and 
Statistical Techniques'" [1996], this book is a published thesis 
work of the author. The study offers a comprehensive 
application of accounting ratios in the field of financial 
appraisal. In this work seven selected companies of the Wagon 
and Engineering Industry of India have been analysed with the 
help of accounting ratios. The outstanding feature of the book 
is working capital analysis. 
Leopold A. Bernstein/John J. Wild's book entitled 
''Analysis of Financial Statements" [2006], this book provides 
essential guidelines for examining financial statements. The 
authors have explained the reasons for the increase or decrease 
in ratios. Importance of short term liquidity, capital structure 
and solvency, profitability analysis, infact all the aspects of 
financial analysis have been discussed exhaustively. Use of 
tables, graphs and charts at every stage of the work makes the 
book more effective. A case analysis of Campbell Soup 
Company, one of the world's largest food companies, has also 
been given at the end of the book. 
M.C. Khandelwal/Sugan C. Jain's book entitled ''Cost 
Management in Public Enterprises" [1994], this book is a 
collection of fifteen articles contributed by various teachers of 
different universities of India. Some of the articles in the book 
are Cost Behaviour in Bharat Aluminum Company, Inventory 
Control Techniques: A case study of Iron and Steel Industry in 
India, Cost Management in Public Enterprises: A case study of 
Oil and Natural Gas Commission, Cost Management in Public 
Enterprises: A case study of Steel Authority of India Limited, 
Cost Analysis and Control in Public Enterprises in India, 
Materials handling in the Iron & Steel Industry in India etc. 
The different authors have laid emphasis on controlling the 
costs effectively. 
C.R. Kothari's book entitled ''Quantitative Techniques'''' 
[2000], author has discussed various accounting ratios 
comprehensively. Computation of ratios, utility of ratios, 
precautions in using the ratios have also been focused in the 
book. 
M.C. Gupta's book entitled ""Profitability Analysis An 
Empirical Approach''' [1989], where the author has discussed 
the concepts and techniques of analysis of profitability. The 
book contains the profitability analysis of eight Cement 
Companies of India through various aspects viz. profit margin, 
assets turnover, return on capital employed etc. 
Pramod Kumar's book entitled ''Analysis of Financial 
Statements of Indian Industries'' [1991], this is a published 
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thesis work. In this book twenty three cement companies in the 
private and public sector have been analysed through 
accounting ratios. Private sector showed better performance in 
comparison to public sector. The author has suggested various 
measures for improving the performance of the public sector. 
M.Y. Khan/P.K. Jain's book entitled ''Financial 
Management Text and Problems''' [2002], where authors have 
discussed various accounting ratios exhaustively. The 
outstanding feature of the book is illustration and 
interpretation of the ratios. 
P.K. Sahoo's book entitled ''Management and Financing 
of Working Capital" [1992], in this book working capital 
aspect of financial analysis has been focused comprehensively. 
The concepts of working capital, results of inadequate or 
excessive working capital etc. have been elaborated in the 
book. 
K.L. Gupta's book entitled "Management Accounting" 
[2005], Prasanna Chandra's book entitled "Financial 
Management" [2004], S.N. Maheshwari/ Sunil Maheshwari's 
book entitled "Studies in Advanced Accountancy" [2000], R.L. 
Gupta/M. Radhaswamy's book entitled "Advanced 
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Accountancy''' [1999], J.R. Monga's book entitled 
"'Fundamentals of Corporate Accounting'''' [2001], P.C. 
Tulsian's book entitled ''Accountancy for class XIF [1999], in 
all these books accounting ratios have been discussed at 
length. 
M.S. Ansari's thesis entitled ''A study of Financial 
Structure of Thermal Units under the National Thermal Power 
Corporation of India'" [1991], where various financial aspects 
such as profitability, working capital, capital structure, short 
term financial strength and long term financial strength have 
been covered. The profitability ratios of NTPC did not 
maintain a steady trend during the study period due to the 
change in capital structure at various intervals of time. The 
study in particular attempts to provide an insight into the 
appraisal of financial structure of NTPC. 
S.C. Varshney in article ''Trade Credit and Company 
Liquidity: A case study of Steel Authority of India Limited and 
Tata Steel Limited'''' [2001], has analysed the inventory 
management, receivables management and liquidity position of 
both the companies. The period of study is from 1985-86 to 
1996-97. The liquidity position as well as inventory 
management of Tata Steel was far better than SAIL during the 
study period while the receivables management of SAIL was 
better. 
P. Veni and J.S. Talekar in article ''Turnaround 
Strategies: A case study of Visakhapatnam Steel Plant" 
[2005], have made an attempt to study the turnaround 
strategies that brought about a profit of Rs, 521 crore to the 
plant in 2002-03 after several years of losses. The study 
covers a period of five years from 1998-99 to 2002-03. 
Technological improvement schemes, recycling of 
metallurgical waste and smaller fractions of coke in solid 
waste, usage of recycled solid waste, usage of certain inputs in 
partial replacement with costlier ones, power generation 
through waste heat and internal recovery of copper for making 
value added steel have been the major contributing factors that 
led to Visakhapatnam Steel Plant's turnaround. 
P. Veni and V.S. Narayana in article ''Leverage, Capital 
Structure, Dividend Policy and Practices: A case study of 
Coromandel Fertilizers Limited'' [2002], have studied the 
capital structure and dividend policies of Coromandel 
Fertilizers Limited, an Indo-American joint venture over the 
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period 1995 to 2001. The debt equity ratio of the company 
varied between 0.68 and 1.37 during the study period. The 
EPS of the company increased in all the years and so the DPS. 
But the effects of growing DPS were not very clear on the 
market price of share as the market value of share showed 
fluctuating trend during the study period. 
S.K. Khatik and P.K. Singh in article ''Liquidity 
Management in EICHER Limited: Case study'' [2003], have 
made an attempt to examine and evaluate the liquidity position 
of EICHER Limited, a leading tractor manufacturing company 
in India. The paper has focused on the importance of liquidity 
in the successful functioning of a business unit as well as the 
effects of both lack of liquidity and excessive liquidity. 
A. Vijayakumar and S. Kadirvelu in article ''Profitability 
and size of firm in Indian Minerals and Metals Industry: An 
Empirical Evidence" [2003], have studied the relationship 
between size of firm and profitability. Indian Minerals and 
Metals Industry has been analysed for this purpose. Some 
theoretical arguments suggest that profitability should 
increase with the firm size while others suggest a negative 
relationship. It becomes evident from the analysis that size is 
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positively associated with the profitability. The larger firm 
may be in a position to earn a higher rate of return on 
investment through diversification and moving into higher 
technology. 
M.V. Rama Prasad in article ""Materials Mangement in 
the context of cost control and reduction" [2002], has 
emphasized the need for efficient material management. The 
author observes that material cost comprises 55% to 65% of 
total production cost in many Indian Industries and the 
efficiency and productivity of material management in India is 
very low. He further states that as capital is scarce in India we 
have been borrowing huge sums from other countries to whom 
we have to pay interest, therefore, it is imperative to safeguard 
the items in stock, to minimize foreign debt in the form of 
inventories, to reduce the manufacturing costs and to increase 
the profitability. 
The various case studies of different firms and industries 
of India the researcher went through in books, theses, articles 
etc. were mainly confined to the traditional accounting 
measures. In this work an attempt has been made to throw 
light on other important aspects of financial analysis like cash 
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flow measures, implications of cash flow on short term as well 
as long term financial strength, healthiness of the capital 
structure, financial leverage index and financial market 
measures. 
Limitations of the Study 
There should be certain parameter on the basis of which 
the performance of a firm can be judged and the best 
parameter is industry average. Industry average is pre-
requisite for the financial appraisal of any concern in order to 
know the efficiencies and inefficiencies in the working of the 
firm. Due to the non-availability of industry average, the 
present study has been carried out in the absence of industry 
average, this is a serious limitation of the work. 
The study is also suffered from the inherent limitations 
of the accounting ratios itself, but still the researcher is 
confident that the conclusions drawn and suggestions put forth 
would be fruitful and would be able to provide a useful base 
for the future working and growth of the company. 
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Design of the Study 
The whole work has been divided into nine chapters. The 
first chapter deals with the introduction of the study, it 
includes objectives of the study, review of literature, research 
methodology, hypothesis and limitations of the study. The 
second chapter gives the historical profile of Indian Steel 
Industry. It also covers structure, key concerns, weaknesses, 
strengths and current scenario of steel industry in India. The 
third chapter carries out the brief profile of SAIL. The fourth 
chapter is devoted to a discussion on accounting ratios. In the 
fifth chapter short term solvency position of SAIL has been 
examined. Profitability has been analysed in chapter sixth. 
Chapter seventh throws light on the management and 
utilization of assets and also on working capital management 
of SAIL. Capital structure and long term financial strength 
have been examined in eighth chapter. Finally in the last 
chapter findings of the study have been summed up and 
suggestions have been given for improving the performance of 
SAIL. 
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CHAPTER - II 
STEEL INDUSTRY IN INDIA: AN OVERVIEW 
Steel 
Steel is an alloy of iron and carbon containing less than 
2 percent carbon and 1 percent manganese and small amounts 
of silicon, phosphorus, sulphur and oxygen. A British inventor 
called Henry Bessemer is generally credited with the invention 
of steel in 1856. He founded the Bessemer Steel Company in 
Sheffield, England, but upto 1859 the company made a loss. 
By the time the patent ran out in 1870 he had made more than 
1 million pounds sterling. Steel is still produced using 
technology based upon the Bessemer Process of blowing air 
through molten pig iron to oxidize the material and separate 
impurities\ 
Types of Steel 
All steel products are made from semi-finished steel 
which is in the form of billets, slabs and blooms. Steel 
products can be broadly classified into two major categories: 
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• Flat products: This category includes plates and coils. 
These products are made from slabs. Flat products are 
the most widely used steel products. They are used in the 
construction of railway wagons, shipbuilding, 
automobile's frames and body parts, pipes, tanks, 
equipments etc. 
• Long products: These products are made from billets 
and blooms. Rods, bars, wires etc. come in this category. 
Long products have wide application in the construction 
sector. 
Industry Structure 
The Indian steel industry can be divided into two 
categories: 
• Major producers: These are large steel producers in the 
country with plant capacity of over 1 million tonne. Steel 
Authority of India Limited (SAIL), Tata Steel Limited, 
Essar Steel, Jindal Vijayanagar Steel Limited (JVSL) and 
Ispat Industries form this category. 
• Other producers: These are small producers of steel and 
mostly are sole proprietors. 
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Most of the flat products in the country are produced by 
the major producers while other producers produce mainly 
long products. 
Background of Steel Industry in India 
Steel is a very old working material. Finds in 
Mesopotamia and in Egypt have proved that steel has been 
serving mankind for about 6 thousand years. For a long time 
India was known to make the best steel in the world. Known 
the world over is the Iron Pillar in Delhi, one of the heaviest 
ancient forgings. According to its inscription it was made 
under Samadargupta (330 to 380 A.D.) for a temple. A further 
remarkable achievement dating from those days are the iron 
bars in the Sun Temple of Konark from 1250 A.D.^ 
But the seeds of modern steel industry in India were 
sown by Sir Jamshedji Tata in 1907 when Tata Iron and Steel 
Company (TISCO) now Tata Steel Limited was set up at 
Jamshedpur. The first steel ingots were rolled in TISCO in 
1911. This was followed by the establishment of the Mysore 
Iron and Steel Works in 1936, later renamed as Visvesvaraya 
Iron and Steel Works. Three years later in 1939, production of 
steel started in another private steel company, the Indian Iron 
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and Steel Company. Thus, at the time of independence, India 
possessed a small but viable steel industry with an annual 
capacity of 1.3 million tonnes. In 1951, finished steel 
production in India was 1.1 million tonnes. 
Growth 
In the era of planned economy, steel industry received 
the full attention of the Government. "In 1953 an agreement 
was signed with the Germany for establishing a 1 million 
tonne plant at Rourkela. In 1956 two more agreements were 
signed, first with the erstwhile USSR for setting up a steel 
plant at Bhilai and another with the UK for establishing a steel 
unit at Durgapur. A new plant at Bokaro with a capacity of 2,5 
million tonnes per annum went into production in 1973-74. 
The year 1978 witnessed a major restructuring of these steel 
making public sector units giving birth to the public sector 
giant SAIL with an aggregate capacity of over 10 million 
tonnes. The first shore based public sector integrated steel 
plant viz. Rashtriya Ispat Nigam Limited (RINL) of 3 million 
tonnes per annum capacity went into production in August 
1992"^ 
18 
Till 1990, the steel sector in India was reserved only for 
the public sector, the sole exception was TISCO and prices 
were regulated by the Government. In 1991 New Economic 
Policy was announced which opened the door for foreign 
players in the Indian market. Steel sector also witnessed the 
entry of several domestic private players and large 
investments were flowed into the sector. 
Production 
The production of finished steel in the post liberalization 
era has increased considerably from 14.33 million tonnes in 
1991-92 to 42.64 million tonnes in 2005-06. This is mainly 
due to the coming up of many steel producers particularly in 
the private sector. 
Table 2.1 on the next page shows the production of 
finished steel in India from 1991-92 to 2005-06. 
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Table 2.1 
Finished Steel Production in India from 1991-92 to 2005-06 































Source: Ministry of Steel, Government of India. 
Export 
Although India started exporting steel in 1964, but till 
1990 exports were mainly depended on domestic demand. 
However, in the post liberalization period, there has been a 
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substantial growth in export of steel. It has increased from 373 
thousand tonnes in 1991-92 to 4700 thousand tonnes in 2005-
06. 
Table 2.2 
Export of Steel from 1991-92 to 2005-06 































Source: Ministry of Steel, Government of India. 
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Consumption 
India's present per capita consumption of steel is very 
low at about 35 kg compared to global standards for developed 
countries at about 400 to 500 kg. The following table shows 
the consumption of steel from 1991-92 to 2005-06. 
Table 2.3 
Consumption of Steel in the country from 1991-92 to 2005-06 































The figures in brackets indicate the percent increase over the previous year. 
Source: Ministry of Steel, Government of India. 
From table 2.3 it is apparent that increase in 
consumption has not been uniform, fluctuating from a high of 
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21.80% to a low of 1.08% reflecting uneven growth in steel 
demand. 
Current Scenario 
India's rank in global steel production has steadily 
progressed from ninth position in 2004 to seventh in 2006. 
According to the International Iron and Steel Institute (IISI), 
India produced 44 million tonnes of crude steel in 2006. China 
was the world's largest crude steel producer in 2006 with 
418.8 million tonnes followed by Japan (116.2 million 
tonnes), US (98.5 million tonnes), Russia (70.6 million 
tonnes) and South Korea (48.4 million tonnes)^ 
Low per capita consumption, high cost of imported 
coking coal, low research and development expenditure, 
unscientific mining and inadequate infrastructure facility are 
some of the key concerns of steel industry in India. 
The Government formulated a National Steel Policy in 
2005. The policy aims at hiking steel production to 110 
million tonnes by 2019-20. The long term goal of the policy is 
that India should have a modern and efficient steel industry 
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and should achieve global competitiveness in terms of cost, 
quality and product mix. 
Domestic steel prices do not remain stable. "Steel prices 
were raised several times in 2006 and then started sliding in 
August, with the first cut being initiated in September. In the 
December-January quarter, prices were stable and the first 
increase of Rs. 500 per tonne came in February 2007. The 
industry again plans to raise prices with effect from April 1 in 
the range of Rs. 500 - Rs. 1000 per tonne, though landed 
import prices are higher than domestic prices by Rs. 2500 -
Rs. 3000 per tonne. The industry expects steel prices to hit a 
life-time high in the year 2007 with major countries like 
Russia turning an importer and China curbing exports."^ 
With capital investment of Rs. 1,00,000 crore, the Indian 
steel industry provides employment to over 2 million people. 
^ ^ ^ 
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CHAPTER - III 
SAIL: A BRIEF PROFILE 
Steel Authority of India Limited (SAIL) is the leading 
steel making company in India. "SAIL was ranked the 17'^  
largest steel producer in the world in 2005"^ The company 
was also featured in the 2005 list of Forbes Global 2000 
Companies at position 764^. 
SAIL was incorporated on January 24, 1973 with an 
authorized capital of Rs. 2000 crore . The company was 
established as a holding company for managing the following 
six companies which were engaged in the business of minerals 
and metals. 
• Hindustan Steel Limited (comprising Bhilai, Rourkela, 
Durgapur and Alloy Steel Plants). 
• Bokaro Steels Limited. 
• Salem Steels Limited. 
• Hindustan Steelworks Construction Limited. 
• Bharat Coking Coal Limited. 
• National Mineral Development Corporation Limited. 
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In 1978, the steel making subsidiaries were dissolved and 
merged into SAIL while others were spun off as independent 
companies'^. 
In 1992, SAIL was one of the first public sector 
undertakings Government took up for disinvestment, SAIL's 
stocks were listed on major Indian Stock Exchanges after the 
first round of disinvestment. In March 1996, the company 
completed a USD 125 million GDR offering and got listed on 
the London Stock Exchanged 
SAIL has five integrated steel plants which have a 
combined capacity of 11 million tonnes of crude steel. The 
company has also three special steel plants and one subsidiary. 
Integrated Steel Plants 
• Bhilai Steel Plant (BSP) in Chhattisgarh. 
• Durgapur Steel Plant (DSP) in West Bengal. 
• Rourkela Steel Plant (RSP) in Orissa. 
• Bokaro Steel Plant (BSL) in Jharkhand. 
• IISCO Steel Plant (ISP) in West Bengal 
Special Steel Plants 
• Alloy Steels Plant (ASP) at Durgapur, West Bengal. 
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• Stainless Steel Plant (SSP) at Salem, Tamil Nadu. 
• Visvesvaraya Iron & Steel Limited (VISL) at Bhadravati, 
Karnataka. 
Subsidiary 
• Maharashtra Electrosmelt Limited (MEL) at Chandrapur, 
Maharashtra. 
The Indian Iron & Steel Company Limited (IISCO) an 
erstwhile wholly owned subsidiary company was amalgamated 
with SAIL with effect from April 1, 2005. 
SAIL has 9 iron ore mines, 5 limestone mines, 3 
dolomite mines and 3 coal mines. SAIL also has about 700 
Megawatts of captive power capacity spread across the 
integrated steel plants. The company is one of the largest users 
of coking coal and railway transportation in the country. 
SAIL produces both types of steel products flat as well 
as long. In addition to steel, SAIL also produces certain 
fertilizers and chemicals such as Calcium Ammonium Nitrate, 
Ammonium Sulphate etc. These products are marketed and 
distributed through its wide area network of 42 Branch Sales 
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Offices, 54 Departmental Stockyards and Consignment 
Agencies spread throughout India. 
The company has a global presence. It has been in the 
export market for two decades and is currently exporting to 
around twenty foreign destinations. A major portion of export 
consists of plates which are exported to Japan, USA and 
Europe. The remaining export consists mainly of Billets and 
Slabs exported to South East Asia. 
However, SAIL's main business arena is domestic market 
which provides about 92 percent to 97 percent of the 
company's total sales turnover. The company has around 26 
percent market share in the country. 
Over the last so many years, SAIL has not only built up 
steel but has also established 39 primary health centres, 18 
reproductive and child health centres and 19 hospitals 
including 4 superspeciality hospitals providing specialized 
health care to over 2 million people every year. The company 
has opened 150 schools in steel townships, employing more 
than 6000 teachers and providing education to about 1,22,000 
children. 
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SAIL has well planned sports policy as well, with an 
accent on nurturing young talents through four specialized 
academies promoting Athletics, Hockey, Football and Cricket. 
SAIL sponsors several sporting tournaments at the national 
and international levels to promote sports in the country. 
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• Mr. K.K, Khanna, Functional Director (Technical) 
• Mr. G. Ojha, Functional Director (Personnel) 
• Mr. Nilotpal Roy, Managing Director (IISCO Steel Plant) 
• Mr. V. Shyamsundar, Managing Director (Durgapur Steel 
Plant) 
• Mr. B.N. Singh, Managing Director (Rourkela Steel 
Plant) 
• Mr. V.K. Srivastava, Managing Director (Bokaro Steel 
Plant) 
• Mr. A.K. Rath, Government Director (Additional 
Secretary & Financial Adviser, Ministry of Steel, Govt, 
of India) 
• Mr. G. Elias, Government Director (Joint Secretary, 
Ministry of Steel, Government of India). 
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C H A P T E R - I V 
F I N A N C I A L A N A L Y S I S 
The two basic financial statements the income statement 
and the balance sheet show the result of business operations 
and the position of the organization at a particular point of 
time. But these statements do not show the information like 
whether the gross profit and net profit figures are reasonably 
good or not, whether the operating expenses have been 
incurred efficiently or not, whether the organization is able to 
meet the cost of the borrowed funds or not, how is the short 
term solvency position, how is the long run stability and so 
on. Thus, these statements do not throw light on the 
performance of the company. 
In order to know the performance of an organization, the 
financial statements are analysed. Analysis should be 
distinguished from interpretation. "The term 'analysis ' refers 
to methodical classification of data given in the financial 
statements while the term 'interpretation' refers to explaining 
the meaning of data so simplified"^ In the words of 
Arulanandam and Raman, "Analysis refers to breaking down a 
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complex set of facts or figures into simple elements while 
interpretation is explaining the real significance of these 
simplified statements. Analysis is thus prerequisite for 
interpretation." Though there are various techniques of 
analysing the financial statements, the ratio analysis is the 
most widely used technique. 
Ratio analysis technique was first used by bankers to 
determine credit worthiness of enterprises applying for loans, 
sometime in 1906 in the U.S.A. and it was again used by 
Alexander Well in 1919. Since 1919, the use and number of 
ratios have increased with the growing interest of investors 
(shareholders) . 
An accounting ratio is the relationship between two 
figures or amounts. For instance, the relationship between net 
profit and sales can be expressed as: 
Net?rofit Rs. 20,000 ^ , , 
^— = = 0.14 
Sales Rs.\AO,000 
It means a net profit of 0.14 paisa has been earned on 
every rupee of sales. In the words of Hunt, Williams and 
Donaldson, "Ratios are simply a means of highlighting in 
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arithmetical terms the relationships between figures drawn 
from financial statements"'*. 
Such relationships or ratios are very useful to the 
creditors, investors, various interested parties and of course to 
the internal management as well for various reasons. With the 
help of these ratios, the creditors may know the solvency 
position, the investors may know the various profitability 
aspects and internal management may appraise the efficiencies 
and inefficiencies of various departments, thereafter, 
corrective actions may be taken. 
But, as a matter of fact, the ratio analysis technique 
becomes effective only when ratios are compared. The 
comparison is of two types: 
• Comparing the ratios of a particular firm of a particular 
year with the past year / years. 
• Comparing the ratios of a particular firm with the other 
firms in the same industry or with the industry average. 
The Accounting Ratios can be expressed in three ways: 
• Pure Ratio: The relationship in the form of pure ratio is 
expressed as: 
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Current Assets Rs. 5000 _ 
Current Liabilities Rs. 2500 
Times: In t imes the ratio is expressed as: 
Current Assets Rs. 5000 
Current Liabilities Rs. 2500 = 2 times 
Percentage: A ratio may also be expressed in percentage 
form, that is: 
Current Assets Rs. 5000 ,, , ^^ ^^^ 
X 100 = 200 percent Current Liabilities Rs. 2500 
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CHAPTER - V 
SHORT TERM FINANCIAL STRENGTH 
The short term financial strength refers to the ability to 
meet short term obligations, the short term obligations or 
current liabilities are those debts which are usually payable 
within a year. The necessity of analysing the short term 
financial strength arises from the fact that lack of liquidity 
affects creditors' confidence, credit rating and in severe 
circumstances may cause liquidation of the company. On the 
other hand, excessive liquidity should also be avoided as it 
impairs the firm's profitability. Therefore, the firm should 
avoid from both lack of liquidity as well as excessive 
liquidity. 
For analysing the short term financial strength of SAIL 
following ratios have been used: 
1. Current Ratio 
2. Quick Ratio 
3. Cash Ratio 
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1. Current Ratio 
Current ratio indicates how much rupees of current assets 
are available for each rupee of current liability. The ratio is 
calculated by dividing current assets by current liabilities. 
^ „ . Current Assets 
Current Ratio = 
Current Liabilities 
This ratio shows the margin of safety available to the 
creditors. Higher the ratio, greater the margin of safety to the 
creditors. A too high ratio may be desirable from the 
creditors' point of view but is not beneficial for the firms 
because a very high current ratio might be the result of 
excessive inventory or poor credit management in the form of 
overextended debtors. 
Normally, the current ratio of 2:1 is considered 
satisfactory i.e. the current assets should be doubled the 
current liabilities. The basic philosophy of 2:1 is that if the 
current assets are reduced to half then also the payment can be 
made to the creditors in full. 
The current ratio is a quantitative concept not a 
qualitative one because it does not show the composition of 
the current assets. A firm having current assets mainly in cash 
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and short term investments while another firm's current assets 
consist of mainly inventory then both the firms may have the 
same current ratio but there is a sea difference between the 
liquidity position of the two firms. 
2. Quick Ratio 
Quick ratio is a more stringent test of liquidity because it 
indicates the relationship between quick assets and current 
liabilities. Quick assets are those current assets that can be 
converted into cash immediately or within reasonable time. 
According to Van Home, "The ratio concentrates on cash, 
marketable securities and receivables in relation to current 
obligations and thus, provides a more penetrating measure of 
liquidity than does the current ratio'." 
Cash + Marketable Securities + Debtors Quick Ratio = 
Current Liabilities 
"Inventory is not included in the list of quick assets because it 
must be sold first before it can be converted into cash. Since 
only cash, debtors after providing for bad and doubtful debts 
and short term investments are included in the list of quick 
assets, therefore, the danger of loss on realisation of assets is 
less and one to one ratio is indeed a very important index of 
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the short term solvency position ." The ideal norm of this ratio 
is 1:1. As remarked by John N. Myer, "One-to-one quick or 
acid test ratio is supposed to be the indicator of the 
satisfactory liquid position of a business enterprise^" 
3. Cash Ratio 
Cash ratio is the most severe test of the short term 
financial strength because this ratio considers the most liquid 
assets for meeting the short term obligations, that is, cash and 
marketable securities which can readily be converted into 
cash. The ratio is calculated as: 
„ , _ . Cash + Marketable Securities Cash Ratio = -
Current Liabilities 
Table 5.1 on the next page shows the current ratio, quick 
ratio and cash ratio of SAIL and Tata Steel from 1999-00 to 
2005-06. 
From the table it is apparent that the liquidity position of 
Tata Steel was better than SAIL in the first four years 1999-00 
to 2002-03 though current ratio of both the firms was below 
the norm of 2:1 but the acid test ratio of 1.14, 1.10, 1.03 and 
0.93 of Tata Steel was quite higher than SAIL's quick ratio of 
0.72, 0.73, 0.63 and 0.74 respectively. The quick ratio of 
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SAIL was far below the norm of 1:1. The SAIL as well as Tata 
Steel had very low cash ratio during this period. 
Table 5.1 
Current Ratio, Quick Ratio and Cash Ratio of SAIL and Tata Steel 


































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
The reason for lower quick ratio of SAIL than Tata Steel 
during the period 1999-00 to 2002-03 is that SAIL had more 
funds in inventory in comparison to Tata Steel. There is not 
much difference between the current ratio of SAIL and Tata 
Steel in the years 1999-00, 2000-01 and 2001-02 but the acid 
test ratio of Tata Steel is quite higher than SAIL, this denotes 
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that SAIL had more funds invested in inventory in these years 
and in the year 2002-03 the difference between the current 
ratio and quick ratio of SAIL is 0.78 whereas in case of Tata 
Steel it is 0.43 thus SAIL had higher inventory level in this 
year too. 
In the year 2003-04 the current ratio of 1.34 of SAIL was 
higher than 1.03 of Tata Steel and quick ratio of 0.83 too was 
more than 0.57 of Tata Steel. The SAIL had cash ratio of 0.34 
while cash ratio of Tata Steel was 0.09. Thus, in this year, the 
short term solvency position of SAIL was better than Tata 
Steel but was not sound as the acid test ratio should be 1. The 
current ratio of 1.03 indicates that Tata Steel did not have 
even margin of safety for short term creditors. 
In the last two years 2004-05 and 2005-06 the ability of 
SAIL to meet short term obligations was quite satisfactory. 
The current ratio was 2.15 and 2.14 while the quick ratio was 
as high as 1.51 and 1.38 and the cash ratio of 0.93 and 0.76 
too suggests sound short term solvency position of SAIL. The 
firm had excessive liquidity in these two years. On the other 
hand, in case of Tata Steel the liquidity position was very 
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weak as the current ratio was as low as 1.10 and 1.11 while 
quick ratio was 0,60 and 0.54 respectively. 
CONCLUSION 
The comparison of short term solvency position of SAIL 
with Tata Steel during the period 1999-00 to 2005-06 reveals 
that short term financial strength of Tata Steel was better than 
SAIL in the first four years of the study period i.e. 1999-00 to 
2002-03. In these years the current ratio of SAIL as well as 
Tata Steel had been below the norm of 2:1 but the acid test 
ratio of Tata Steel was much higher than SAIL. 
In the year 2003-04 the SAIL had better ability to meet 
short term obligations in comparison to Tata Steel. The current 
ratio as well as quick ratio of SAIL were 1.34 and 0.83 as 
against 1.03 and 0.57 of Tata Steel. 
The liquidity position of SAIL was far better than Tata 
Steel in the last two years 2004-05 and 2005-06. The current 
ratio as well as quick ratio of SAIL were above the norm of 
2:1 and 1:1 while in the case of Tata Steel the current ratio 
was 1.10 and 1.11 and quick ratio was 0.60 and 0.54 
respectively. 
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Thus, out of the seven years under study 1999-00 to 
2005-06, only in the last three years 2003-04 to 2005-06 the 
short term financial strength of SAIL was better than Tata 
Steel. 
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C H A P T E R - VI 
P R O F I T A B I L I T Y 
The word 'profitability' is composed of two words profit 
and ability, therefore, profitability means profit making ability 
of the firm. Profitability indicates the efficiency with which 
the resources are used and various operations are carried on. It 
is the parameter on the basis of which the performance of a 
firm is judged. It is no exaggeration to say that profit is the 
objective of business. "The ultimate task of management is to 
maximize profit. To the financial management profit is the test 
of efficiency and a measure of control, to the owners a 
measure of the worth of their investments, to the creditors the 
margin of safety, to the employees a source of fringe benefits, 
to the Government a measure of taxable capacity and the basis 
of legislative action, to the customers demand for price cut 
and finally to the country, an index of the economic progress, 
national income generated and rise in the standard of living^" 
In the words of Lord Keynes, "Profit is the engine that 
drives the business enterprise. A business needs profit not 
only for its existence but also for expansion and 
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diversification. Tlie investors want an adequate return on their 
investments , workers want higlier wages, creditors want higher 
security for their interest and loan and so on. A business 
enterprise can discharge its obligations to the various 
segments of the society only through earnings of profits. 
Profits are thus a useful measure of overall efficiency of a 
business ." 
There is difference between the two terms profitability 
and profit. Profitability is the ability to generate earnings 
whereas profit is an absolute amount. According to 
Chakraborty, "The term profitability has a sense of relat ivity, 
whereas the term profit is used in absolute sense ." 




Gross Profit Margin 
Returns 
i 
Return on Average Capital 
Employed 
Market Measures 
Net Profit Margin Return on Average Equity 
Cash Flow Margin Cash Return on Average 
Capital Employed 
Earnings Per Share 
Dividend Per Share 
Dividend Payout Ratio 
Price Earnings Ratio 





1. Gross Profit Ratio 
Gross profit ratio indicates tlie relationship between 
gross profit and sales. The ratio shows the gross profit as a 
percentage of sales and is calculated as: 
^ T^  ,- T^  • Gross Profit ,, ,^^ 
Gross Profit Ratio = X 100 
Sales 
The gross profit ratio shows the efficiency of production 
operations, higher the ratio better the efficiency. The ratio 
shows how much profit as percentage of sales the firm has 
earned after deducting the cost of goods sold. This ratio also 
shows the profit margin left to cover the operating expenses 
(other than the manufacturing expenses), non-operating 
expenses and to pay dividend. 
The ratio may increase due to any of the following 
reasons: 
An increase in the selling price without an increase in 
the cost of production. 
Reduction in the cost of production whereas selling 
price remains the same. 
Reduction in the production cost with comparatively 
lower reduction in the selling price. 
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Table 6.1 







































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
The method of inventory valuation in SAIL as well as in 
Tata Steel is weighted average and both the firms provide 
depreciation on straight line basis. 
Table 6.1 shows that gross profit ratio of Tata Steel was 
always higher than SAIL during the period of study. This 
indicates that Tata Steel has better control over manufacturing 
expenses or in other words has better production efficiency in 
comparison to SAIL. 
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In the case of SAIL as well as Tata Steel the gross profit 
ratio increased in all the years except in 2001-02 and 2005-06. 
In the years 2001-02 and 2005-06 the prices of coking coal 
increased that is why the gross margin of both the firms 
declined in these years. In the year 2005-06 the steel prices 
were also weakened. 
In the year 2004-05, 33.94 percent gross profit ratio of 
SAIL was almost near to the Tata Steel's gross profit ratio of 
34,18 percent. This denotes that SAIL's efficiency of carrying 
out production operations improved considerably in this year, 
but the firm could not maintain it in the next year 2005-06 as 
in the year 2005-06 the gross margin of SAIL abated highly by 
12.29 percent in comparison to Tata Steel's 4.11 percent 
decline in gross profit ratio in this year. 
2. Net Profit Ratio 
Net profit ratio shows the margin of profit left to the 
owners after all expenses have been met with. Since net profit 
figure includes all incomes and expenses, therefore, this ratio 
shows the overall profitability of a firm. In the words of 
Tulsian, "The net profit ratio indicates the firm's capacity to 
withstand adverse economic conditions when selling price is 
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declining, cost of production is rising and the demand for the 
product is falling. Higher the ratio greater is the capacity of 
the firm to withstand adverse economic conditions and vice-
versa ." The ratio is calculated as: 
Net Profit Net Profit Ratio = X 100 
Sales 
A high net profit margin would ensure adequate return to the 
owners and in case the net profit margin is inadequate, the 
company will not be in a position to pay off its debts and give 
a satisfactory return to its shareholders. 
Table 6.2 







































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
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Table 6.2 reveals that SAIL incurred losses in the first 
four years of the study period whereas Tata Steel earned profit 
in all the years under study. 
During the period 1999-00 to 2002-03 the SAIL incurred 
losses due to the lower gross profit margin and heavy interest 
charges. The firm resorted to loans to modernize the Bokaro 
Steel Plant, Rourkela Steel Plant and Durgapur Steel Plant, 
During the period 1999-00 to 2001-02 the steel market was 
also weak, the recessionary conditions in the economy pushed 
the steel prices down, the net profit ratio of Tata Steel as well 
was lower during this period. 
In the year 2001-02 the net profit ratio of both the firms 
abated highly due to the considerable decline in gross profit 
ratio in this year. 
The financial year 2002-03 brought relief to the steel 
industry after years of price recession and as a result of this 
the net profit ratio of SAIL reduced to -1.58 percent from 
-11.01 percent in the previous year and in the case of Tata 
Steel too, the net profit ratio improved to 10.33 percent from 
the previous year's 2,70 percent. 
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In the last three years as well the profitability of Tata 
Steel was better than SAIL. The net profit ratio of SAIL from 
the year 2003-04 to the year 2005-06 was 10.39 percent, 21.43 
percent and 12.43 percent in comparison to Tata Steel's 14.65 
percent, 21.88 percent and 20.45 percent respectively. 
3. Cash Flow Margin 
This ratio indicates the ability of the firm to convert 
sales into cash. Cash flow margin is a very important measure 
of profitability since it reflects the cash generating ability of 
the firm. 
_, , ,^ ^, . Cash flow from operating activities ,^, ^ ^ 
Cash Flow Margin = X 100 
Sales 
"It is cash that a firm needs to generate to pay its expenses 
and purchase assets and how well a company can convert sales 
into cash is crucial. Knowing that a company is continually 
improving its cash flow margin is extremely valuable and is a 
key indicator of performance. Companies that end up 
generating cash flow are losing money as they generate sales 
and any money cannot keep this up over an extended period of 
time. With a negative cash flow the company will have to rely 
on cash reserves or take more debt to continue the business. 
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The slang term 'burn rate' which is often used to describe a 
company operating with negative cash flow-basically 
describes that the company is burning thro Ui UtAsae 
reserves 
5 „ 
Table 6.3 Vs^ 











































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06 
Table 6.3 shows that the cash flow margin of SAIL as 
well as Tata Steel showed fluctuating trend during the study 
period. The ratio increased as well as declined in the same 
years in both the firms. 
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In the first two years 1999-00 and 2000-01 the cash flow 
margin of SAIL was higher, thereafter in the next two years 
2001-02 and 2002-03 Tata Steel had far better cash generating 
ability in comparison to SAIL. In the fifth year 2003-04 the 
cash flow margin of SAIL improved substantially and was 
higher than Tata Steel and in the next year 2004-05 too the 
ratio of SAIL was higher but in the last year 2005-06 the cash 
generating ability of SAIL deteriorated considerably and cash 
flow margin of the firm was quite lower than Tata Steel. 
During the period 2003-04 to 2005-06 when the SAIL 
earned profit, the cash flow margin of the firm was higher than 
the net profit ratio in the years 2003-04 and 2004-05 while in 
the case of Tata Steel the cash flow margin was always higher 
than the net profit ratio during the study period. 
In the years 1999-00, 2003-04 and 2004-05 the cash flow 
margin of SAIL was considerably higher than Tata Steel's 
cash flow margin, thus, out of the seven years under study 
1999-00 to 2005-06 only in the three years 1999-00, 2003-04 
and 2004-05 the cash generating ability of SAIL was quite 
good. 
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The average of cash flow margin of SAIL of the study 
period is 17.56 in comparison to Tata Steel's 19.28. Thus, on 
an average, cash generating ability of Tata Steel was better 
than SAIL during the period of study. 
4. Return on Average Capital Employed 
This ratio is a basic test of the success of any business as 
it shows the profit in relation to capital investment and profit 
has a direct relativity with the capital investment. In the words 
of Pramod Kumar, "Return on capital employed is one of the 
best methods of measuring the efficiency of utilization of 
resources and provides the grand stand from which one must 
view the performance of the business. It also provides a better 
overall measure of managerial performance and profitability^." 
The higher the ratio the more efficiently the firm is using 
funds supplied to it by the owners and the creditors. 
The amount of capital employed should be such that it 
represent the capital investment throughout the accounting 
period and therefore it is better to use average capital 
employed. 
The average capital employed is calculated as: 
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Capital employed at the beginning of the year + Capital employed at the end of the year 
Return on average capital employed is the product of two 
ratios: 
Return on Average Capital Employed = r Net Profit X Sales 
Sales Average Capital Employed 
XlOO 
or 
Net Profit Margin X Average Capital Turnover 
Tlius, the performance of a firm can be improved either by 
increasing the profit margin or by generating more sales. 
Table 6.4 
Return on Average Capital Employed of SAIL and Tata Steel from 






































































Capital employed has been calculated as Net Fixed Assets + Working Capital. 
Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
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Table 6.4 exhibits that the return on average capital 
employed (ROACE) of SAIL was negative in the initial four 
years of the study period as the firm incurred losses in these 
years. In the first two years 1999-00 and 2000-01 the capital 
turnover of SAIL was lower than Tata Steel thereafter in the 
next two years 2001-02 and 2002-03 it was same in both the 
firms. The capital turnover of SAIL as well as Tata Steel was 
low during the period 1999-00 to 2001-02 due to the weak 
steel market characterized by depressed prices and stagnation 
in steel consumption. 
In the last three years when the SAIL earned profit the 
return on average capital employed of the company was lower 
than Tata Steel.The ROACE of SAIL was 15.79 percent, 38.57 
percent and 19.39 percent in comparison to Tata Steel's 21.24 
percent, 39.82 percent and 35.38 percent respectively. 
In the last year 2005-06 the weak steel prices influenced 
SAIL more than Tata Steel as the capital turnover of SAIL 
abated to 1.56 from the previous year's 1.80 while in the case 
of Tata Steel it reduced to 1.73 from 1.82 in the previous year. 
As Tata Steel did not incur any loss in any year of the 
study period and in the last three years when the SAIL earned 
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profit, the return on average capital employed of Tata Steel 
was higher than SAIL, this suggests that the overall 
performance of Tata Steel was better than SAIL during the 
period of study. 
5. Return on Average Equity 
This ratio indicates how well the firm has used the 
resources of the owners. Return on equity shows profitability 
from the owners' point of view i.e. what return a firm is 
generating on the shareholders' investment. 
Net Profit 
Return on Average Equity = X 100 
Average Shareholders" Equity 
"In fact this ratio is one of the most important relationships in 
ratio analysis. Obtaining a satisfactory return is the most 
desirable objective of a business. The ratio of net profit to 
owners' equity reflects the extent to which this objective has 
been accomplished. This ratio is thus, of great interest to 
present as well as prospective shareholders and also of great 
concern to management, which has the responsibility of 
n 
maximizing the owners' welfare ." 
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Table 6.5 











































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
Table 6.5 reveals that the return on average equity of 
SAIL was negative in the first four years 1999-00 to 2002-03 
due to the losses in these years. In the years 2003-04 and 
2004-05 the firm utilized the owners' funds quite beneficially 
as the return on average equity was as high as 75.57 percent 
and 92.93 percent and was far above than Tata Steel's return 
on average equity of 46.28 percent and 62 percent 
respectively. The better return on the equity of SAIL in 
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comparison to Tata Steel is due to higher debt content in the 
capital structure. 
In the last year 2005-06 the return on average equity of 
SAIL abated substantially and reduced to 35.83 percent from 
92.93 percent in the previous year and was lower than Tata 
Steel's 42.89 percent. The profitability of SAIL deteriorated 
considerably in this year that is why the ratio declined 
sharply. 
6. Cash Return on Average Capital Employed 
Cash return on average capital employed shows the 
firm's ability to generate cash from the total investment in the 
business. The return on average capital employed is an accrual 
concept while cash return on average capital employed is a 
more refined measure since it is calculated on cash basis. 
^ , T. . ^ . . V. , , Cash flow from operating activities ^^, ^^ 
Cash Return on Average Capital Employed = X 100 
Average Capital Employed 
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Table 6.6 
Cash Return on Average Capital Employed of SAIL and Tata Steel 


















































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
From table 6.6 it is clear that the cash return on average 
capital employed of both the firms showed fluctuating trend 
during the study period. Out of the seven years under study, 
only in the three years 1999-00, 2003-04 and 2004-05 the ratio 
of SAIL was higher than Tata Steel. In the years 2003-04 and 
2004-05 the cash return on average capital employed of SAIL 
was also higher than the return on average capital employed. 
On the other hand in case of Tata Steel, cash return on average 
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capital employed was higher than the return on average capital 
employed in all the years of the study period. 
Thus, only in the years 1999-00, 2003-04 and 2004-05 
SAIL had better cash generating ability from the total 
investment in the business. The average of cash return on 
average capital employed of SAIL of the study period is 23.25 
while in the case of Tata Steel it is 25.48. 
7. Earnings Per Share 
This ratio shows the profit available to equity 
shareholders on a per share basis. The ratio is of particular 
importance to the ordinary shareholders as it shows the profit 
earned by the firm for them. The profit available to ordinary 
shareholders means the net profit minus preference dividend. 
The earnings per share is calculated as: 
Net Profit - Preference Dividend 
Number of ordinary shares outstanding * 
As a matter of fact, higher earnings per share does not always 
* Weighted average number of ordinary shares outstanding is calculated if new equity 
shares have been issued or there has been buyback of shares during the accounting 
neriod. 
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mean improved profitability because earnings per share may 
also be increased on account of reduction of capital as a result 
of buyback of shares. Therefore, this ratio should be used 
cautiously. 
Table 6.7 


























Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
Table 6.7 shows that the earnings per share (EPS) of 
SAIL was negative during the period 1999-00 to 2002-03 due 
to the losses during this period. During the same period Tata 
Steel earned Rs. 11.26, Rs. 14.64, Rs. 5.51 and Rs. 27.43 
respectively on every ordinary share. 
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In the last three years when the SAIL earned profit, the 
earnings per share was Rs. 6.08, Rs. 16.50 and Rs. 9.72 
respectively while in the case of Tata Steel in these years the 
earnings per share was as high as Rs. 31.55, Rs. 62.77 and Rs. 
63.35 respectively. 
No doubt the profitability of Tata Steel was better than 
SAIL during the study period but the too high EPS of Tata 
Steel in comparison to SAIL is due to the fact that Tata Steel 
has very nominal equity capital in its capital structure. The 
company has maintained huge balances of reserves and surplus 
as Tata Steel has not incurred any loss since 1925-26. 
8. Dividend Per Share 
The dividend per share is the profit paid to the equity 
shareholders on a per share basis. The shareholders are more 
interested in the dividend per share rather than earnings per 
share because this ratio shows what actually is received to the 
owners. It is calculated as: 
_ Dividend paid to equity shareholders 
Number of equity shares outstanding 
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Table 6.8 


























Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
From table 6.8 it is apparent that the SAIL did not pay 
any dividend in the first five years of the study period whereas 
Tata Steel paid dividend in all the years under study. Out of 
the five years, in the first four years the SAIL incurred losses 
and in the year 2003-04 the SAIL earned Rs. 6.08 on every 
ordinary share but instead of paying dividend the firm utilized 
the profit in absorbing the losses of the previous years. 
In the last two years 2004-05 and 2005-06 the SAIL paid 
Rs. 3.30 per share and Rs. 2 per share respectively as dividend 
while Tata Steel paid quite higher dividend of Rs. 14.82 in 
each of these two years according to their profitability. 
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9. Dividend Payout Ratio 
This ratio shows as to what percentage of profit 
belonging to ordinary shareholders is paid as dividend to 
them. On subtracting the payout ratio from 100, we get the 
percentage of retained earnings in the business. The ratio is 
calculated as: 
^. ., ,^ „ . Dividend paid to equity shareholders ,^,^^ 
Dividend Payout Ratio = ^^-^ X100 
Profit belonging to equity shareholders 
or 
Dividend Per Share 
Earnings Per Share XlOO 
Table 6.9 


























Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
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Table 6.9 shows that during the period 1999-00 to 2003-
04 the SAIL did not pay any dividend. In the last two years 
2004-05 and 2005-06 the SAIL paid to the owners 20 percent 
as well as 20.58 percent of the profit belongs to them and 
retained the remaining 80 percent and 79.42 percent in the 
business while Tata Steel paid higher percentage of the profit 
belongs to the ordinary shareholders i.e. 23.61 percent and 
23.40 percent and retained in the business 76.39 percent and 
76.60 percent respectively. 
10. Price Earnings Ratio 
The price earnings ratio indicates the expectations of the 
investors about the earnings of the company. The ratio shows 
how many times the market price of share is more than the 
earnings per share and is calculated as: 
Market Price of Share 
Price Earnings Ratio = 
Earnings Per Share 
There are various factors which influence the price earnings 
ratio like political assurance, industrial policy, corporate 
image, shareholders' orientation, payout ratio etc. This ratio is 






























Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
Table 6.10 reveals that price earnings (P/E) ratio of 
SAIL was negative during the period 1999-00 to 2002-03 due 
to the losses during this period. In the next two years 2003-04 
and 2004-05 the price earnings ratio of SAIL was quite lower 
than Tata Steel while in the last year 2005-06 the P/E ratio of 
SAIL was slightly higher than Tata Steel. Thus, investment 
community has more confidence in the performance of Tata 
Steel. The market reckons that Tata Steel has impressive 
future prospects. Tata Steel has not incurred any loss since 
1925-26 and paid dividend in all the years under study, this 
might be the reason for the higher P/E ratio of the firm. In the 
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words of Kiran Gordhandas Gupta, a high net worth investor, 
"We have invested in Tata Steel because it has world class 
steel manufacturing facilities. It is the cheapest steel producer 
in the world with self sufficiency in raw materials and one of 
the best managed companies with excellent labour relations^," 
In the years 2003-04 and 2004-05 the lower P/E ratio of 
SAIL could be due to the fact that SAIL incurred losses during 
the prolonged period of five years from 1998-99 to 2002-03. 
In the last year 2005-06 the price earnings ratio of SAIL 
showed considerable improvement and was higher than Tata 
Steel, this denotes that the firm is gaining the confidence of 
the investors after several years of losses. 
11. Market Value to Book Value Ratio 
The price to book ratio or P/B ratio is used to compare a 
company's book value to its current market price. This ratio 
shows the contribution of a firm to the wealth of society. 
When this ratio is more than 1 it means that the firm has 
created wealth in the society and if this ratio is below 1 it 
implies that the firm has not created any wealth. 
Market value of share 
Market Value to Book Value Ratio = 
Book value of share 
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Table 6.11 
Market Value to Book Value Ratio of SAIL and Tata Steel 


























Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
Table 6.11 shows that SAIL in the first three years and 
Tata Steel in the first two years of the study period did not 
create any wealth. In the fourth year 2002-03 SAIL 
contributed Re 0.83 while Tata Steel contributed Re 0.55 to 
the wealth of society. 
In the last three years Tata Steel created more wealth 
than SAIL. Tata Steel created Rs. 2.25, Rs. 2.24 and Rs. 2.13 
respectively while SAIL created the wealth of Rs. 1.86, Rs. 
1.59 and Rs. 1.77 respectively. 
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12. Dividend Yield 
The dividend yield shows the amount of income received 
in proportion to the share price. It is calculated as the annual 
dividend income per share received from a company divided 
by its current share price. If a company has low dividend yield 
compared to other companies, it can mean two things: 
• The share price is high because the market considers that 
the company has impressive growth prospects, or 
• The company is in trouble and cannot afford to pay 
reasonable dividend. 
From table 6.12 on the next page it is clear that SAIL did 
not pay dividend in the first five years of the study period. In 
the sixth year 2004-05 the return on market price of share was 
higher of SAIL in comparison to Tata Steel while in the last 






























Source: Annual Repoits of SAIL and Tata Steel from 1999-00 to 2005-06. 
In the year 2004-05 the SAIL though paid quite lower 
dividend of Rs. 3.30 per share in comparison to Tata Steel's 
Rs. 14.82 per share showing higher dividend yield due to the 
lower share price thus dividend yield is of little importance 
for growth prospects. 
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CONCLUSION 
From the analysis of profitability over the period of 
seven years from 1999-00 to 2005-06 it may be concluded that 
the profitability of Tata Steel was better than SAIL in all the 
years under study. The gross profit ratio of SAIL was quite 
lower than Tata Steel during the study period except in the 
year 2004-05 when the firm's gross profit ratio was almost 
near to the Tata Steel's gross margin. 
The SAIL incurred losses in the first four years of the 
study period i.e. from 1999-00 to 2002-03 while Tata Steel 
earned profit in all the years under study. In the last three 
years i.e. from 2003-04 to 2005-06 when the SAIL earned 
profit the net profit ratio of the firm was lower than Tata 
Steel. The net profit ratio of SAIL was 10.39 percent, 21.43 
percent and 12.43 percent as against 14.65 percent, 21.88 
percent and 20.45 percent respectively of Tata Steel. 
The cash generating ability of SAIL was better than Tata 
Steel only in the three years 1999-00, 2003-04 and 2004-05. In 
the year 2000-01 the ratio of both the firms was almost equal 
and in the remaining years 2001-02, 2002-03 and 2005-06 the 
cash flow margin of SAIL was lower than Tata Steel. 
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The return on average capital employed (ROACE) too 
was lower of SAIL in comparison to Tata Steel. In the last 
three years the ROACE of SAIL was 15.79 percent, 38.57 
percent, and 19.39 percent while in the case of Tata Steel the 
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CHAPTER-VII 
ASSET MANAGEMENT AND WORKING CAPITAL 
ANALYSIS 
Asset management ratios show the efficiency of 
managing and utilizing the assets employed by a firm. The 
higher the ratios, the more efficient is the management and 
utilization of the assets. These ratios are also known as 
activity ratios or turnover ratios. 
The important asset management ratios are: 
1. Inventory Turnover Ratio 
2. Debtors Turnover Ratio 
3. Fixed Assets Turnover Ratio 
4. Total Assets Turnover Ratio 
1. Inventory Turnover Ratio 
The inventory turnover ratio shows the efficiency of the 
inventory management. A high ratio indicates efficient 
management of inventory because an improvement in the ratio 
may be due to either of the following two reasons: 
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Reduction in the inventory level with the same volume of 
sales. 
The volume of sales has increased without any increase 
in the level of inventory 
Cost of goods sold 
Inventory Turnover Ratio = 
Average Inventory 
However, a very high ratio may be the result of low level 
of inventory which may result in stock out and thus stoppage 
of production at any time. 
Similarly, a very low ratio may be the result of excessive 
inventory thus, unnecessarily tied up of funds in inventory. 
Therefore, the inventory turnover should neither be too high 
nor too low. To judge whether the ratio is satisfactory or not it 
should be compared with the ratio of other firms in the same 
industry or with the industry average. 
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Table 7.1 
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Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
The method of inventory valuation in the case of SAIL as 
well as Tata Steel is weighted average. 
Table 7.1 shows that the inventory turnover ratio of 
SAIL increased in all the years under study except in the last 
year 2005-06 while in the case of Tata Steel the ratio 
increased only in the first four years 1999-00 to 2002-03 
thereafter it showed declining trend. 
From the table it is apparent that the inventory 
management of Tata Steel was far better than SAIL in all the 
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years of the study period. The SAIL has not been able to 
manage inventory efficiently. The funds were unnecessarily 
tied up in inventory. 
2. Debtors Turnover Ratio 
This ratio indicates the speed with which the debtors turn 
over on an average during the year. The higher the ratio the 
shorter the collection period and lower the ratio the longer the 
collection period. Generally, a high debtors turnover ratio is 
preferable since it indicates prompt payment by debtors. 
But as a matter of fact, the ratio should neither be too 
high nor too low. A too high ratio may be the result of a 
restrictive credit and collection policy which may curtail the 
volume of sales and consequently profit and a too low ratio 
may be on account of lenient credit and collection policy that 
may involve the chances of bad debts. "There is no hard and 
fast rule as far as credit policy is concerned, the firm should 
strike a balance between rigidity and liberalism'". 
Credit Sales 
Debtors Turnover Ratio 
Average Debtors 
In case, the figure of credit sales is not available the 
debtors turnover ratio may be calculated as: 
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Total Sales Debtors Turnover Ratio = 
Average Debtors 
Average collection period is the another ratio related 
with the debtors turnover ratio and is calculated as: 
, Months or Days in a year Average Collection Period Debtors Turnover 
Average collection period is the average number of days 
for which debtors remain outstanding. This ratio measures the 
quality of debtors and shows the debtors turnover ratio in 
months or days. 
Table 7.2 on the next page shows the debtors turnover 
ratio and average collection period of SAIL and Tata Steel 
from 1999-00 to 2005-06. 
The table reveals that the debtors turnover ratio of SAIL 
showed increasing trend during the study period and in the 
case of Tata Steel too, the ratio increased in all the years 
under study. 
In the first four years 1999-00 to 2002-03 the credit and 
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The collection period of 41 days, 38 days, 33 days and 32 days 
of SAIL was quite lower than Tata Steel's 63 days, 60 days, 
52 days and 36 days respectively. 
In the remaining years of the study period i.e. 2003-04 to 
2005-06 the debtors turnover ratio of SAIL was lower than 
Tata Steel. 
In a span of seven years, the collection period of SAIL 
has reduced from 41 days to 21 days almost half. On the other 
hand in case of Tata Steel, the collection period has reduced 
from a too long of 63 days to a too short of 11 days without 
influencing sales as the sales increased in all the years except 
in 2001-02 when it was declined slightly and in the last year 
2005-06 sales is 149 percent of first year level while in the 
case of SAIL, sales in the last year is 99 percent of first year 
level. Thus, there is further scope for improvement in the 
efficiency of the credit department of SAIL. 
3. Fixed Assets Turnover Ratio 
This ratio measures the efficiency with which fixed 
assets are employed. A high ratio indicates efficient utilization 
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of fixed assets in generating sales while a low ratio indicates 
inefficient utilization of fixed assets. 
Fixed Assets Turnover Ratio -
Net Fixed Assets 
There are many serious limitations of this ratio. There is 
no direct relationship between sales and fixed assets as sales 
is influenced by many other factors as well. In the case of big 
concerns like SAIL, sales is mainly influenced by the industry 
and economic conditions prevailing in the country. If the fixed 
assets turnover ratio is low it does not mean that fixed assets 
have not been utilized properly, there may be recession in the 
economy or there may be various other reasons. Another 
limitation is that a firm whose fixed assets are old and 
depreciated considerably will show a higher fixed assets 
turnover ratio than the firm who has set up or purchased new 
plant and machinery. 
The SAIL modernized and technologically upgraded its 
three steel plants during the period 1997-98 to 2001-02 while 
Tata Steel incurred capital expenditure on expansion and 
upgradation in all the years of the study period. 
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The following table shows that the fixed assets turnover 
ratio of SAIL increased in all the years of the study period 
except in 2001-02 and Tata Steel's fixed assets turnover ratio 
too showed increasing trend barring 2001-02 and 2005-06, in 
the year 2005-06 the ratio did not decline but remained the 
same. 
Table 7.3 





































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
The higher fixed assets turnover ratio of SAIL in 
comparison to Tata Steel in all the years under study suggests 
that SAIL utilized fixed assets more efficiently in generating 
sales. The fixed assets value of SAIL is declining in each year 
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so if the fixed assets figure of first year 1999-00 is taken with 
the sales figure of all the years then the fixed assets turnover 
ratio of SAIL will be 1.02, 1.02, 0.98, 1.21, 1.52, 2 and 2.03 
respectively. The average of this ratio of SAIL is 1.40 while 
the average of fixed assets turnover ratio of Tata Steel is 1.32. 
Thus, SAIL had better efficiency in utilizing fixed assets. 
4. Total Assets Turnover Ratio 
The total assets turnover ratio shows the efficiency of 
utilization of all assets in generating sales. The ratio is 
calculated as: 
Total Assets Turnover Ratio = 
Total Assets 
"The total assets turnover ratio is a significant ratio 
since it shows the firm's ability of generating sales from all 
the financial resources employed by the firm. The firm's 
ability to produce a large volume of sales on a small total 
asset base is an important part of the firm's overall 
performance in terms of profits ." The higher the ratio the 
more efficient the utilization of total assets. However, a high 
ratio may also be due to the fact that firm's fixed assets have 
been depreciated considerably. 
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Table 7.4 shows that the total assets turnover ratio of 
SAIL was higher than Tata Steel in all the years of the study 
period. Thus, SAIL employed total assets more efficiently. 
The higher total assets turnover ratio of SAIL in comparison 
to Tata Steel is due to better utilization of fixed assets as the 
inventory turnover ratio of SAIL was always lower than Tata 
Steel during the study period and the debtors turnover ratio of 
SAIL was higher than Tata Steel only in the first four years, 
the average of the debtors turnover ratio of SAIL is 12.96 
while the average of the debtors turnover ratio of Tata Steel is 
15.52. 
Table 7.4 





































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
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WORKING CAPITAL MANAGEMENT 
There are two concepts of working capital - gross 
working capital and net working capital. The gross working 
capital refers to the total investment in current assets. Gross 
working capital and current assets have the same meaning. Net 
working capital refers to the difference between current assets 
and current liabilities. In other words, net working capital is 
equal to current assets minus current liabilities. 
Both the concepts of working capital have equal 
significance from the management point of view. The gross 
concept stresses that investment in current assets should 
neither be too high nor too low. Excessive investment in 
current assets affects profitability as idle investment earns 
nothing and inadequate gross working capital can affect the 
day to day activities of the firm. 
Net working capital indicates the liquidity position of the 
firm. The short term creditors always want that current assets 
should exceed current liabilities as it provides them cushion of 
safety. A weak liquidity position can threaten the existence of 
the company. 
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Therefore, a sound working capital position is 
prerequisite for the continuous existence of business. If 
position of working capital becomes weak, the business can 
hardly survive. In the words of Guthmann, "Just as circulation 
of blood is very necessary in the human body to maintain life, 
the working capital is very necessary to maintain business. 
Therefore, working capital is the life-blood and controlling 
nerve-centre of a business ." 
The working capital requirement varies from industry to 
industry. In industries where operating cycle is short, less 
working capital needed as compared to industries in which 
firms mostly sell on credit and have long operating cycle. 
A firm should maintain adequate level of working capital 
neither excessive nor inadequate in order to achieve higher 
profitability and to satisfy the short term creditors. 
5. Working Capital Turnover Ratio 
The working capital turnover ratio indicates the 
efficiency of the working capital management. 
Sales 
Working Capital Turnover Ratio = Net Working Capital 
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Generally, higher the turnover the more efficient is the 
management of working capital. However, a too high ratio 
may be the result of insufficient working capital. In the words 
of Foulke, "A high ratio of net sales to net working capital 
may be the result of overtrading, permanent or temporary, or 
may indicate the need of additional capital to support a 
structure unbalanced by top-heavy investment in fixed 
property. A low ratio may be the result of undertrading, or 
may be the result of the fact that more funds are invested in a 
particular business enterprise than can be used to reasonable 
advantage"^." 
Table 7.5 
Working Capital Turnover Ratio of SAIL and Tata Steel 




































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
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From table 7.5 it is apparent that the working capital 
turnover ratio of SAIL was lower than Tata Steel in the first 
four years 1999-00 to 2002-03 thus, working capital 
management of SAIL was not as efficient as Tata Steel had in 
these years. 
In the year 2003-04 both the organizations had 
insufficient working capital but the working capital deficiency 
was not as much in SAIL as was in Tata Steel. The ratio of 
128.18 suggests that Tata Steel had negligible working capital 
in this year. 
In the last two years 2004-05 and 2005-06 the lower 
working capital turnover ratio of SAIL denotes that the firm 
had exorbitant working capital while in the case of Tata Steel 
there was scantiness of working capital in these years as the 
ratio was too high. 
CONCLUSION 
After comparing the operating efficiency of SAIL with 
Tata Steel, it may be concluded that SAIL did not manage its 
inventory efficiently in all the years under study. The 
inventory turnover ratio of SAIL varied from 2.70 to 5.77 
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while the inventory turnover ratio of Tata Steel remained 
higher than SAIL during the study period and fluctuated from 
7.36 to 10.64. 
As far as efficiency of credit department is concerned, 
the performance of SAIL was much better than Tata Steel 
during the period 1999-00 to 2002-03 while in the later years 
i.e. 2003-04 to 2005-06 Tata Steel had better efficiency in 
collecting receivables. 
The fixed assets turnover ratio as well as total assets 
turnover ratio of SAIL were higher than Tata Steel in all the 
years of the study period. 
The working capital management of SAIL was inefficient 
in comparison to Tata Steel during the period 1999-00 to 
2002-03. In the year 2003-04 there was inadequacy of working 
capital in SAIL as well as in Tata Steel but the position of 
SAIL was far better than Tata Steel. In the last two years i.e. 
2004-05 and 2005-06 the SAIL had excessive working capital 
while Tata Steel had insufficient working capital. 
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CHAPTER - VIII 
CAPITAL STRUCTURE AND LONG TERM FINANCIAL 
STRENGTH 
Capital structure refers to the composition of long term 
sources of funds such as equity share capital, preference share 
capital and long term debt. The various sources of funds have 
different characteristics in terms of risk, cost and control. 
The equity share capital is the best from the risk point of 
view as it is repaid only at the time of liquidation. But equity 
share capital is the most expensive source of fund because 
there is no fixed rate of dividend paid to the owners and 
dividend is an appropriation of profit. The issue of further 
equity shares affects the control of the existing shareholders. 
If the dividend on preference shares is not paid for two 
consecutive years, then the preference shareholders have the 
right to participate in voting and can influence the 
composition of the board of directors. 
Debt is a cheaper source of fund as the interest is paid at 
a fixed rate and interest is a tax-deductible expense. However, 
this source of fund is highly risky as the principal amount has 
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to be repaid at the end of a stipulated period and interest has 
also to be paid whether the company makes profit or not. "If 
the company borrows more than what it can service or repay, 
the creditors may seize the assets of the company to satisfy 
their claims. In that situation, the management would lose all 
control' ." 
Therefore, decisions regarding capital structure should 
be taken after considering all the relevant factors. Now the 
question is what should be the proportion of equity share 
capital, preference share capital and debt in the capital 
structure of a firm or in other words what should be an 
optimum capital structure. The optimum capital structure is 
that capital structure which maximizes the shareholders' 
wealth and minimizes the cost of capital. In the words of 
Solomon, "Optimum leverage can be defined as that mix of 
debt and equity which will maximize the market value of a 
company. Further, the advantages of having an optimum 
capital structure, if such an optimum does exist, are two fold: 
it maximizes the value of the company and hence, the wealth 
of its owners; it minimizes the company's cost of capital 
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which in turn increases its ability to find new wealth-creating 
investment opportunities^." 
Features of an Optimum Capital Structure 
A sound capital structure should have the following 
features: 
• Return: The capital structure should be so designed that 
it minimizes the cost of capital and maximizes the wealth 
of the owners. 
• Capacity: The proportion of debt in the capital structure 
should be to such extent which the company can bear i.e. 
the company can meet fixed obligations in the form of 
interest and principal repayment. 
• Flexibility: The capital structure should be flexible, that 
is, the company can raise funds whenever needed. 
• Risk: The capital structure should not be debt-ridden as 
excessive use of debt threatens the existence of the 
company. 
• Control: The capital structure should be such that it 
involves minimum risk of loss of control of the company. 
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Capital Structure of SAIL and Tata Steel 
The authorized capital of SAIL is Rs. 5000 crore 
(5,00,00,00,000 equity shares of Rs. 10 each) of which Rs. 
4130.40 is the issued and subscribed capital as on 31^' March, 
2006, which is held to the extent of 85.82 percent by the 
Government of India and the rest 14.18 percent by the 
financial institutions, GDR-holders, banks, employees, 
individuals etc. 
The firm does not have preference shares in its capital 
structure, thus the capital structure of SAIL consists of equity 
share capital and debt. Debt has been raised from several 
sources which include loans from Government of India, loans 
from Banks, loans from Steel Development Fund, Foreign 
Currency Loans, Public Deposits, Non-Convertible Bonds etc. 
The authorized capital of Tata Steel is Rs. 850 crore of 
which Rs. 600 crore is the equity share capital and Rs. 250 
crore is the preference share capital, the preference shares are 
cumulative and redeemable. The firm has not issued 
preference shares yet, the issued capital of the company is Rs. 
554.07 crore while the subscribed capital is Rs. 553.67 crore 
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as on 31^' March 2006. The company has also raised funds by 
way of debt. 
The capital structure of SAIL may be analysed by using 
the following ratios: 
1. Debt to Total Capitalization Ratio. 
2. Debt Equity Ratio 
3. Retained Earnings to Total Capitalization Ratio 
1. Debt to Total Capitalization Ratio 
This ratio shows the proportion of debt in the capital 
structure of a firm. As a matter of fact, the debt content in the 
capital structure of a firm should not be high because a high 
proportion of debt leads to low safety margin for creditors, 
high fixed charges in the form of interest, low profit for 
owners and in adverse circumstances when profit declines may 
cause liquidation of the company. In the words of Foulke, "A 
heavy debt is like high blood pressure. As the pressure goes 
up, a point is finally reached where the patient cannot 
survive ." 
Debt to Total Capitalization Ratio = X 100 
Debt + Shareholders' Equity 
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or 
° " " XlOO 
Total Capital 
2. Debt-Equity Ratio 
Debt equity ratio is the most important ratio in capital 
structure analysis. This ratio shows the relationship between 
borrowed capital and owned capital. In other words, the ratio 
indicates the margin of safety to long term creditors. 
A low debt equity ratio provides a larger safety margin 
to creditors and deprives the shareholders of the benefits of 
trading on equity. On the other hand, a high debt equity ratio 
reduces the margin of safety to the lenders, increases fixed 
charges, abates the profit for owners and the firm will not be 
able to raise additional debt easily. Thus, debt equity ratio 
should neither be too high nor too low. 
Debt 
Debt - Equity Ratio = 
Shareholders' Equity 
Table 8.1 on the next page shows the debt ratios of SAIL 
and Tata Steel from 1999-00 to 2005-06. 
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From the table it is apparent tiiat the proportion of debt 
in the capital structure of SAIL was much higher in 
comparison to Tata Steel in all the years of the study period. 
Table 8.1 
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The debt to total capitalization ratio as well as debt equity 
ratio of the firm were quite higher than Tata Steel. 
The SAIL did not borrow any capital during the study 
period, the debt to total capitalization ratio as well as debt 
equity ratio of the firm increased in the year 2000-01 due to 
the decline of networth. Tata Steel as well did not resort to 
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debt during the study period except in the year 2001-02 when 
the funds were acquired to finance capital goods. 
The high debt equity ratio of SAIL during the period 
1999-00 to 2003-04 indicating that even the claims of long 
term creditors were not fully covered against the equity of the 
firm. The creditors were not at so much risk in the case of 
Tata Steel during the same period as the debt equity ratio of 
the firm was considerably lower than SAIL and in the years 
2000-01 and 2003-04 Tata Steel even had cushion for long 
term creditors. 
The SAIL resorted to heavy borrowings to modernize and 
technologically upgrade the Rourkela Steel Plant, Bokaro 
Steel Plant and Durgapur Steel Plant which were established 
about 4 decades back. The requirement of funds of Tata Steel 
is mostly funded from internal generation as the firm has not 
incurred any loss since 1925-26, that is why the debt ratios of 
Tata Steel are not as high as of SAIL. 
The debt content in the capital structure of SAIL has 
reduced from 71.33 percent to 25.43 percent and in Tata Steel 
it has abated from 51.84 percent to 20.50 percent in a span of 
seven years, this suggests that SAIL as well as Tata Steel have 
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significantly de-leveraged their balance sheets by repaying the 
loans. 
3. Retained Earnings to Total Capitalization Ratio 
The retained earnings to total capitalization ratio 
indicates the health of the capital structure. The higher the 
ratio, the healthier the capital structure. 
Retained Earnings to Total Capitalization Ratio = Retained Earnings 
Total Capital 
Table 8.2 
Retained Earnings to Total Capitalization Ratio of SAIL and Tata 










































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
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From table 8.2 it is clear that the capital structure of 
Tata Steel was quite healthier than SAIL in all the years under 
study as the retained earnings to total capitalization ratio of 
Tata Steel was much higher than SAIL during the study 
period. 
The too low ratio of SAIL in the first five years is due to 
the fact that the firm incurred losses in the first four years and 
in the fifth year the SAIL earned profit but that was utilized 
for absorbing the losses of the previous years. 
In the remaining years 2004-05 and 2005-06 the capital 
structure of SAIL was healthy but was not as healthy as Tata 
Steel's capital structure was healthy in these years. 
As Tata Steel has not incurred any loss since 1925-26 
that is why the capital structure of the firm is full of reserves 
and surplus. 
FINANCIAL LEVERAGE INDEX 
When a company uses debt as a source of finance then it 
becomes necessary to know whether the company is 
successfully trading on the equity or not. Financial Leverage 
Index (FLI) is calculated for this purpose. 
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Financial Leverage Index = Return on equity 
Return on assets * 
When return on equity is more than the return on assets 
or in other words when FLI is greater than 1, it suggests that 
the firm is successfully trading on the equity or the effects of 
financial leverage are favourable. When return on equity is 
equal to the return on assets or when FLI is 1, it implies 
neither favourable nor unfavourable effects of financial 
leverage. When return on equity is less than the return on 
assets or when FLI is less than 1, it suggests that the firm is 
unsuccessfully trading on the equity or the effects of financial 
leverage are unfavourable. 
Table 8.3 


























Source: Computed from the Annual Reports of SAIL and Tata Steel from 1999-00 to 
2005-06. 
* Return on assets = 
Net Income + Interest (1 - tax rate) 
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The SAIL incurred losses in the first four years of the 
study period and in the remaining three years 2003-04 to 
2005-06 the firm successfully traded on the equity as the 
financial leverage index was higher than 1 in these years while 
in the case of Tata Steel the FLI of greater than 1 in all the 
years under study suggests that the firm employed debt 
beneficially during the study period. 
LONG TERM FINANCIAL STRENGTH 
The long term financial strength is concerned with the 
payment of interest regularly and repayment of principal in 
instalments or on maturity. The following ratios may be used 
to judge the long term solvency of SAIL. 
• Interest Coverage Ratio 
• Cash Flow Coverage Ratio 
Interest Coverage Ratio 
The interest coverage ratio shows the debt servicing 
ability of a firm. The ratio shows how many times the interest 
charges are covered by the profit before interest and tax. This 
ratio also indicates the extent to which the profit before 
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interest and tax may fall without affecting the firm's ability to 
pay the interest charges. A high ratio indicates lesser use of 
debt and a low ratio may be due to either excessive use of debt 
or poor profitability. 
Interest Coverage Ratio = Earnings Before Interest and Tax 
Interest Charges 
Table 8.4 
Interest Coverage Ratio of SAIL and Tata Steel 


























Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
Table 8.4 shows that debt servicing ability of Tata Steel 
was far better than SAIL in all the years of the study period. 
From the year 1999-00 to the year 2002-03 the interest 
coverage ratio of SAIL was even below 1 as the profit before 
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interest and tax was very nominal and debt content in the 
capital structure of SAIL was high in these years. During the 
same period, Tata Steel covered interest charges 2.32 times, 
2.60 times, 1.68 times and 5.14 times respectively. 
In the last three years i.e. 2003-04 to 2005-06 the 
profitability of SAIL ameliorated and debt content in the 
capital structure had reduced, that is why the ratio of the firm 
improved and reached to 3.88 times, 16.43 times and 13.07 
times respectively but was far below than Tata Steel whose 
coverage of interest charges was as high as 22.82 times, 29.36 
times and 45,24 times respectively. 
The too high ratio of Tata Steel in comparison to SAIL 
during the study period is due to the fact that profitability of 
Tata Steel was far better than SAIL and Tata Steel used lesser 
debt in comparison to SAIL. 
Cash Flow Coverage Ratio 
It is cash that a firm needs to pay interest as well as 
principal repayment obligations not accrual profit, therefore it 
is better to relate cash available with the firm with the fixed 
obligations. The cash flow coverage ratio shows the long term 
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financial strength of a firm comprehensively because it 
considers both interest as well as principal repayment 
obligations and relates the fixed obligations with the cash 
available with the firm. The ratio is computed as: 
Cash Flow Coverage Ratio = 
Earnings after tax + Depreciation + 
Other non - cash charges + Interest charges 
Interest Charges + Repayment of Principal 
Table 8.5 
Cash Flow Coverage Ratio of SAIL and Tata Steel 


























Source: Computed from the Annual Reports of SAIL and Tata Steel from 1999-00 to 
2005-06. 
From table 8.5 it is clear that the long term financial 
strength of Tata Steel was far better than SAIL during the 
entire period of study. 
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In the initial four years i.e. 1999-00 to 2002-03 cash 
flow coverage ratio of SAIL was below 1 indicating that the 
firm did not have sufficient cash to pay interest and principal 
repayment obligations while in the case of Tata Steel the ratio 
was above 1 in these years. 
In the later years i.e. 2003-04 to 2005-06 the SAIL was 
able to meet fixed obligations as the cash flow coverage ratio 
of the firm was 1.90 times, 3.90 times and 5.16 times 
respectively. On the other hand, during the same period the 
fixed charges of Tata Steel were covered highly by 11.44 
times, 16.98 times and 14.42 times respectively. 
The quite high ratio of Tata Steel in comparison to SAIL 
in all the years of the study period is not only due to the fact 
that Tata Steel had lesser debt content in its capital structure 
but as a matter of fact the profitability of Tata Steel was also 
far better than SAIL. 
CONCLUSION 
The analysis of capital structure of SAIL and Tata Steel 
during the period 1999-00 to 2005-06 reveals that capital 
structure of SAIL was more debt ridden in comparison to Tata 
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Steel. SAIL had to modernize its three plants for which huge funds 
were required that is why the firm resorted to heavy borrowings. 
The percentage of debt in the capital structure of SAIL was 71.33 
percent in the year 1999-00 which came down to 25.43 percent in 
2005-06 and in Tata Steel too the debt content in the capital 
structure reduced from 51.84 percent in 1999-00 to 20.50 percent in 
2005-06. Thus, the capital structure of both the firms have become 
conservative. 
The capital structure of Tata Steel was quite healthier than 
SAIL during the study period as the retained earnings to total 
capitalization ratio of Tata Steel was much higher than SAIL in all 
the years under study. 
As far as long term financial strength is concerned, SAIL was 
not in a position to pay interest and principal repayment obligations 
in the first four years i.e. 1999-00 to 2002-03 while in the last three 
years i.e. 2003-04 to 2005-06 the long term financial strength of 
SAIL was quite good as the cash flow coverage ratio was far above 
1 in these years. On the other hand, Tata Steel did not have any 
problem in all the years under study in paying interest and principal 
repayment to long term creditors. The long term financial strength 
of Tata Steel was excellent during the study period. 
Ill 
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CHAPTER - IX 
FINDINGS AND SUGGESTIONS 
Steel-intensive structures can resist earthquakes to a 
much significant degree than concrete ones. In a country like 
India, most regions which are earthquake-prone, steel 
constructions are most suitable. Moreover, steel constructions 
have a huge life span compared to concrete ones and steel is 
recyclable. 
Steel industry plays a vital role in the development of a 
country. The level of per capita consumption of steel is treated 
as an important index of the level of socio-economic 
development and living standards of the people in any country. 
India with the production of 44 million tonnes of crude 
steel in 2006 was ranked the seventh largest steel producer in 
the world in the same year. Today, steel industry in India is 
facing many problems, viz; high cost of energy and transport, 
rising raw material prices, higher interest cost burden, 
infrastructural crisis, frequent price fluctuations, time and cost 
over-run in projects implementation etc. The outlook for the 
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industry remains positive though rising costs on account of 
raw materials, freight and energy will keep the margins under 
pressure. 
Verification of the Hypotheses 
The study has been conducted to test the following 
hypotheses: 
1. That the financial performance of SAIL is better than 
Tata Steel. 
2. That the short term financial strength of SAIL is 
satisfactory. 
3. That the fixed assets utilization efficiency of SAIL is 
better than Tata Steel. 
4. That the SAIL is successfully trading on the equity. 
5. That the SAIL manages its working capital more 
efficiently in comparison to Tata Steel. 




The first hypothesis has proved wrong as SAIL incurred 
losses in the first four years 1999-00 to 2002-03 of the seven 
years period under study while Tata Steel earned profit in all 
the years of the study period. In the last three years i.e. 2003-
04 to 2005-06 when the SAIL earned profit, the profit 
measures of SAIL were quite lower than Tata Steel in the 
years 2003-04 and 2005-06 while in the year 2004-05 the 
profitability ratios of SAIL were slightly lower than Tata 
Steel. The return on average capital employed of SAIL during 
the study period was -7.83, -3.91, -9.69, -1.80, 15.79, 38.57 
and 19.39 in comparison to Tata Steel's 4.97, 6.42, 2.38, 
11.78, 21.24, 39.82 and 35.38 respectively. 
Second Hypothesis 
In the second hypothesis, the hypothesis of 1:1 for quick 
ratio has been tested by applying ' t ' test. 
Table 9.1 on the next page shows the quick ratio of SAIL 
from 1999-00 to 2005-06. 
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Table 9.1 
















(i) Mean of quick ratio (X) = 0.93 
(ii) Standard deviation of quick ratio (a) = 0.34 
(iii) Number of observations (N) = 7 
(iv) Hypothetical Ratio (|LI) = 1 
(v) Degrees of Freedom = N - 1 or 7 - 1 = 6 
(vi) Level of significance = 1% 
(vii) Table value o f ' t ' =3 .7 
X - / i 
-jN-l 
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Since the calculated value of t (0.50) is less than its 
critical value (3.7), therefore the hypothesis is true that the 
short term financial strength of SAIL is satisfactory. 
Third Hypothesis 
The third hypothesis is correct as the fixed assets 
turnover ratio of SAIL was always higher than Tata Steel 
during the study period. 
Table 9.2 on the next page shows the fixed assets 
turnover ratio of SAIL and Tata Steel. 
From the table it becomes evident that fixed assets value 
of SAIL is declining in each year whereas Tata Steel's fixed 
assets are showing increasing trend, so if the fixed assets 
figure of first year 1999-00 of SAIL is taken with the sales 
figure of all the years then the fixed assets turnover ratio of 
SAIL will be 1.02, 1.02, 0.98, 1.21, 1.52, 2 and 2.03 
respectively. The average of this ratio of SAIL is 1.40 whereas 
the average of fixed assets turnover ratio of Tata Steel is 1.32. 
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Thus, fixed assets utilization efficiency of SAIL is better than 
Tata Steel. 
Table 9.2 





































































Source: Annual Reports of SAIL and Tata Steel from 1999-00 to 2005-06. 
Fourth Hypothesis 
In the first four years of the study period the SAIL 
incurred losses while in the remaining three years i.e. 2003-04 
to 2005-06 the firm successfully traded on the equity as the 
Financial Leverage Index was greater than 1 in these years. 
118 
Fifth Hypothesis 
Null Hypothesis: There is no significant difference between 
working capital management of SAIL and Tata Steel, i.e. 
Alternative Hypothesis: The working capital management of 
SAIL is better than Tata Steel, Hi:|ii > |i2 
The t test has been applied for the purpose of testing the 
hypothesis. 
t = 
X1-X2I n,n 1"2 
n,+n2 
XiandX2 = Means of two samples 
ni and n2 = Number of observations in two samples 
S = Combined standard deviation 
Table 9.3 
Working Capital Turnover Ratio of SAIL and Tata Steel from 1999-
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6.33 and 34.18 







Since the calculated value of t (1.66) is less than the 
table value (2.179) therefore, the null hypothesis is accepted 
that there is no significant difference between working capital 
management of SAIL and Tata Steel. The alternative 
hypothesis that SAIL manages its working capital more 
efficiently in comparison to Tata Steel is rejected. 
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Sixth Hypothesis 
In the last hypothesis, the hypothesis of 1 for cash flow 
coverage ratio has been tested with the help of t test. The 
following table shows the cash flow coverage ratio of SAIL 
from 1999-00 to 2005-06. 
Table 9.4 
















(i) Mean of cash flow coverage ratio (X) = 1.99 
(ii) Standard deviation of cash flow coverage 
Ratio (a) = 2.14 
(iii) Number of observations (N) 
(iv) Hypothetical Ratio (|i) 





(vi) Level of significance = 1% 
(vii) Table value of t = 3.707 











Since the calculated value of t (1.14) is less than its critical 
value (3.707), the hypothesis is correct that the long term 
financial strength of SAIL is satisfactory. 
Short Term Financial Strength 
Short term financial strength refers to the ability to meet 
short term debts. The analysis of short term financial strength 
is of paramount importance as a weak liquidity position may 
lead to forced sale of assets and may also invite liquidation of 
the company. 
The current ratio, quick ratio and cash ratio have been 
used for the purpose of liquidity analysis. The current ratio is 
a quantitative concept not a qualitative one as it shows the 
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cushion of protection or margin of safety to short term 
creditors while quick ratio is a more stringent test of liquidity 
because this ratio does not take into account inventory which 
is generally the least liquid current asset as it takes time to 
sell finished goods and convert raw material and work-in-
progress into finished goods. The cash ratio is the most severe 
test of liquidity as this ratio considers only cash and 
marketable securities which can readily be converted into 
cash. 
From the year 1999-00 to the year 2002-03 the current 
ratio of 1.64, 1.59, 1.47 and 1.52 of SAIL was not much 
different with the Tata Steel's current ratio of 1.65, 1.55, 1.54 
and 1.36 respectively but the firm's acid test ratio of 0.72, 
0.73, 0.63 and 0.74 was quite lower than Tata Steel's 1.14, 
1.10, 1.03 and 0.93 respectively and was also far below the 
norm of 1:1. Thus, short term solvency position of SAIL was 
weak during the period 1999-00 to 2002-03. The cash ratio of 
both the firms was more or less the same during this period. 
In the year 2003-04, the liquidity position of SAIL was 
better than Tata Steel but not sound as the quick ratio was 
below 1. The current ratio, quick ratio and cash ratio of SAIL 
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were 1.34, 0.83 and 0.34 while in the case of Tata Steel the 
current ratio, quick ratio and cash ratio were 1.03, 0.57 and 
0.09 respectively. 
In the last two years 2004-05 and 2005-06 the current 
ratio of 2.15 and 2.14, quick ratio of 1.51 and 1,38 and cash 
ratio of 0.93 and 0.76 of SAIL suggest that the ability of the 
firm to meet short term obligations was quite good and was far 
better than Tata Steel whose current ratio was 1.10 and 1.11, 
quick ratio was 0.60 and 0.54 and cash ratio was 0.07 and 0.08 
respectively. 
The sound liquidity position of SAIL in the years 2004-
05 and 2005-06 is mainly due to the substantial increase in 
term deposits with Scheduled Banks. 
In the first five years of the study period i.e. 1999-00 to 
2003-04 the short term solvency position of SAIL was not 
satisfactory. In order to improve the liquidity position, the 
SAIL is required not to concentrate on the current ratio which 
is a crude measure of liquidity and moreover the management 
attention on this ratio affects the inventory management and 
consequently profit. Therefore, the firm just maintain quick 
ratio, which is a more refined and more penetrating measure of 
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liquidity around 1 and if this ratio comes below 1 then 
necessary steps should be taken to improve the liquidity 
position. 
The firm can plough back some portion of profit 
regularly or may resort to either long term loans or equity 
shares to ameliorate the acid test ratio. Depending on the 
circumstances the SAIL can exercise any option. 
Profitability 
The various measures of profitability have shown that 
the profitability of Tata Steel was better than SAIL in all the 
years of the study period. The gross profit ratio of SAIL 
during the study period 1999-00 to 2005-06 was 5.02 percent, 
11.51 percent, 2.39 percent, 11.43 percent, 19.19 percent, 
33.94 percent and 21.65 percent respectively while gross 
margin of Tata Steel during the study period was 11.71 
percent, 15.65 percent, 9.82 percent, 17.84 percent, 24.08 
percent, 34.18 percent and 30.07 percent respectively. 
The SAIL incurred losses in the first four years of the 
study period due to the lower gross profit margin and higher 
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interest charges while Tata Steel earned profit in all the years 
under study. The net profit ratio of SAIL was -10.58 percent, 
-4.49 percent, -11.01 percent, -1.58 percent, 10.39 percent, 
21.43 percent and 12.43 percent in comparison to Tata Steel's 
6.14 percent, 7.13 percent, 2.70 percent, 10.33 percent, 14.65 
percent, 21.88 percent and 20.45 percent respectively. 
In the last three years i.e. 2003-04 to 2005-06 when the 
SAIL earned profit, the return on average capital employed of 
the firm was 15.79 percent, 38.57 percent and 19.39 percent in 
comparison to Tata Steel's 21.24 percent, 39.82 percent and 
35.38 percent respectively. 
The reason for lower gross profit margin of SAIL in 
comparison to Tata Steel is apparent from table 9.5 on the next 
page. 
There is a vast difference between the efficiency of the 
two firms regarding raw material consumption. The raw 
material consumed to sales ratio of SAIL was far higher than 
Tata Steel in all the years of the study period. The average of 
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under study is even more than double of the average of Tata 
Steel's ratio. 
The wages and salaries to sales ratio of SAIL was also 
quite high in comparison to Tata Steel. The average of power 
and fuel consumption ratio of SAIL is 9.13 percent while in 
the case of Tata Steel it is 7.41 percent. The stores and spares 
consumption ratio too was much higher of SAIL than Tata 
Steel in all the years under study, but the repairs and 
maintenance expenditure of the firm was considerably lower 
than Tata Steel during the study period. 
The two main reasons for the poor performance of SAIL 
are idle time of workers and excess manpower. The 
Government of India appointed Mckinsey, a World Bank 
sponsored MNC consultancy firm, to suggest measures for 
improving the working of SAIL. The firm advised SAIL to 
drastically reduce the manpower and increase the workload on 
the workers. 
Idle time is a very serious problem for any organization. 
Idle time leads to wastage of raw material, power and fuel, 
higher manpower cost and excess manpower results in heavy 
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expenditure on wages and salaries, thus cost of production 
becomes too high. 
In order to solve the problem of idle time, the SAIL 
should establish a cost control unit employed by professional 
and competent persons. The unit should evaluate the 
performance of each worker in all the departments. If the 
workers are not achieving the desired results in terms of 
production and cost within the specified time then they should 
be treated according to Factories Act 1948 in the interest of 
SAIL and consequently in the welfare of the nation. If the firm 
found persons incompetent to perform the required task they 
should be provided full fledged training. 
Besides, raw material should be purchased of standard 
quality and the firm should employ latest techniques in the 
production methods. 
Another serious problem of the concern is excess 
manpower both in production and administration. As a result 
of voluntary separation and natural separation, the manpower 
of SAIL has reduced from 2,08,765 as on 31.3.1998 to 
1,38,211 as on 31.3.2006, a reduction of 70,554 employees. 
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The firm introduced voluntary retirement scheme on deferred 
payment basis in 1998. 
Though 70,554 employees have reduced in the 
organization in a span of eight years but still the labour cost is 
high, therefore, there is further need for manpower reduction. 
The repairs and maintenance expenditure of the firm is 
very low in comparison to Tata Steel, it means machines are 
not maintained properly, this is also the reason for the higher 
consumption of raw material, power and fuel, stores and 
spares. The firm should provide proper repairs and 
maintenance to the plant and machinery regularly to reduce the 
cost of production. Special thrust should be given to blast 
furnace productivity as it is directly related to consumption of 
coking coal which is imported, fluctuations in foreign 
exchange directly influence the production cost of the 
company. 
According to Annual Reports, the SAIL is also facing 
infrastructural problems like availability of wagons, port 
congestion etc. which increase the cost of production. The 
management should talk to the Government on this matter. The 
Government should either allow SAIL for purchasing its own 
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wagons or ensure the availability of more and more wagons at 
the right time and at the right place so that raw material may 
be available to the firm at the right time. 
Under utilization of capacity is also an area of concern 
for SAIL. The assets remain under utilized and thus fixed cost 
increases. The firm should explore new markets in the country 
as well as abroad so that assets could be put to maximum use 
and more and more profit could be generated. 
Apart from manufacturing, administrative expenses, 
selling and distribution expenses should also be reduced to the 
possible extent so as to attain higher profitability. 
Asset Management and Working Capital Analysis 
The efficient management and utilization of assets is 
essential in order to achieve higher profitability. Working 
capital is the life blood of a business, the mismanagement of 
working capital can place the company in serious troubles 
even can lead to insolvency. 
The inventory turnover ratio of SAIL was always lower 
than Tata Steel during the study period, this suggests that 
SAIL did not manage its inventory efficiently in comparison to 
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Tata Steel. The SAIL had excessive inventory in all the years 
under study. Therefore, it is suggested that the firm should 
reduce the investment in inventory. 
The firm should also conduct special training 
programmes at regular intervals to make its existing 
employees well trained on various aspects of inventory 
control. The programmes may be conducted after every 3 to 4 
months or as the management of SAIL think better, this will 
also create cost consciousness among the inventory managers. 
In the first four years of the study period i.e. 1999-00 to 
2002-03 the credit and collection performance of SAIL was 
better as the average collection period of the firm in these 
years was 41 days, 38 days, 33 days and 32 days in 
comparison to Tata Steel's 63 days, 60 days, 52 days and 36 
days respectively. The SAIL managed its debtors efficiently in 
these years. 
In the remaining three years i.e. 2003-04 to 2005-06 
though average collection period of SAIL improved and 
reduced to 23 days, 22 days and 21 days but was longer than 
Tata Steel whose average collection period in these years was 
20 days, 13 days and 11 days respectively. 
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The too short collection period of 13 days and 11 days of 
Tata Steel in the last two years 2004-05 and 2005-06 is not 
due to the restrictive credit policy as the sales of Tata Steel 
increased in these years by 33.19 percent and 7.98 percent as 
against 31.55 percent and 1.49 percent of SAIL during the 
same years. Thus, there is further room for improvement in the 
efficiency of the credit department of SAIL. 
The SAIL utilized fixed assets more efficiently in 
comparison to Tata Steel as the fixed assets turnover ratio of 
the firm was higher than Tata Steel during the study period. 
The total assets turnover ratio too was higher of SAIL than 
Tata Steel. The higher total assets turnover ratio of the firm is 
due to better utilization of fixed assets as the current assets 
management of SAIL was not efficient. 
As far as management of working capital is concerned, 
the SAIL's working capital management was not as efficient 
as of Tata Steel in the first four years 1999-00 to 2002-03. The 
working capital turnover ratio of SAIL was lower than Tata 
Steel in these years. In the year 2003-04, the SAIL as well as 
Tata Steel had insufficient working capital but the position of 
Tata Steel was very precarious as the working capital turnover 
133 
ratio was as high as 128.18. In the remaining years 2004-05 
and 2005-06 the SAIL had excessive working capital while 
Tata Steel had inadequate working capital in these years. 
Thus, it becomes clear that barring 2003-04, the SAIL 
had excessive working capital in all the years of the study 
period, therefore, it is the immediate task before management 
to abate investment in current assets. 
Capital Structure and Long Term Financial Strength 
Capital structure refers to the composition of long term 
sources of funds such as equity share capital, preference share 
capital and long term debt. The proportion of such sources of 
funds in the capital structure of a firm should be such that will 
minimize the cost of capital to the firm and maximize the 
value of the firm. The long term financial strength is 
concerned with the payment of interest regularly and 
repayment of principal in instalments or on maturity. 
The capital structure of SAIL comprises equity share 
capital and debt while Tata Steel has equity share capital, 
preference share capital and debt in its capital structure, the 
preference shares have not yet been issued by the company. 
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The capital structure of SAIL was more aggressive in 
comparison to Tata Steel during the study period. The debt 
ratios of SAIL were higher than Tata Steel in all the years 
under study, especially in the first five years the difference 
between the debt ratios of the two firms was too much. 
The debt to total capitalization ratio of SAIL during the 
study period 1999-00 to 2005-06 was 71.33 percent, 72.93 
percent, 72.60 percent, 70.96 percent, 63.30 percent, 35.89 
percent and 25.43 percent respectively. The ratio increased in 
the year 2000-01 due to the decline of networth not on account 
of increase in debt. On the other hand, Tata Steel had lower 
debt content in the capital structure, the debt to total 
capitalization ratio of the firm during the period 1999-00 to 
2005-06 was 51.84 percent, 48.87 percent, 57.72 percent, 
57.02 percent, 42.80 percent, 27.96 percent and 20.50 percent 
respectively. 
The debt equity ratio of SAIL was 2.49, 2.69, 2.65, 2.44, 
1.72, 0.56 and 0.34 respectively. The debt equity ratio of 
higher than 1 in the first five years 1999-00 to 2003-04 
suggests that the claims of long term creditors were not fully 
covered against the equity of the firm. The debt equity ratio of 
135 
Tata Steel during the study period was 1.08, 0.96, 1.37, 1.33, 
0.75, 0.39 and 0.26 respectively. Tata Steel did not have full 
cushion of protection for the providers of loans in the years 
1999-00, 2001-02 and 2002-03. 
The capital structure of Tata Steel was quite healthier 
than SAIL in all the years of the study period. The retained 
earnings to total capitalization ratio of Tata Steel during the 
study period 1999-00 to 2005-06 was 42.68 percent, 45.81 
percent, 37.76 percent, 38.01 percent, 52.51 percent, 66.39 
percent and 74.99 percent respectively while in the case of 
SAIL the ratio was 9.13 percent, 5.94 percent, 6.01 percent, 
6.37 percent, 6.61 percent, 38.42 percent and 50.13 percent 
respectively. 
The debt content in the capital structure of both the firms 
has reduced considerably in a span of seven years. The debt to 
total capitalization ratio of SAIL has declined from 71.33 
percent in 1999-00 to 25.43 percent in 2005-06 and in Tata 
Steel the ratio has abated from 51.84 percent in 1999-00 to 
20.50 percent in 2005-06. The capital structure of SAIL as 
well as Tata Steel has become conservative. 
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As far as long term financial strength is concerned, the 
long term solvency of SAIL was weak during the period 1999-
00 to 2002-03 as the cash flow coverage ratio of the firm 
during this period was 0.25, 0.47, 0.25 and 0.53 respectively 
while in the remaining years of the study period i.e. 2003-04 
to 2005-06 the cash flow coverage ratio of SAIL was 1.90, 
5.39 and 5.16 respectively, the long term financial strength of 
the firm was satisfactory in these years especially in the last 
two years the long term solvency was quite good. On the other 
hand, payment of interest and repayment of principal was not a 
matter of concern for Tata Steel during the entire period of 
study. The cash flow coverage ratio was quite higher than 1 
and was far better than SAIL in all the years of the study 
period. 
As the proportion of debt in the capital structure of SAIL 
has reduced to 25.43 percent and the firm has been earning 
profit since 2003-04, therefore it would be reasonable to 
assume that in the coming years the long term financial 
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• Ten Years At A Glance of SAIL. 
• Profit and Loss Account and Balancesheet of SAIL from the year 
1999-00 to the year 2005-06. 
• Financial Ratios of Tata Steel often years. 
• Profit and Loss Account and Balancesheet of Tata Steel from the 
year 1999-00 to the year 2005-06. 
• The Current liabilifies given in the Ten Year At A Glance of SAIL 
are excluding sundiy creditors for capital works and provisions are 
excluding gratuity, leave and retirement benefits. 
'^^^^TEN YEARS AT A GLANCE 
MNANUIALb 
Sales 
Earnings before depreciation, interest & tax (EBDIT) 
Depreciation 
Interest & Finance charges 
Profit before tax ( P B T ) 
Provision for Income tax / Refund ( • ) 
Profit after tax (PAT) 
Dividend 
Equity Capital 
Reserves & Surplus (net of ORE) 
Net Worth ( Equity plus Reserves & surp lus ) 
Total Loans 
Net Fixed Assets 
Capital Wor1<-in-progress 
Curfent Assets 
(Including shori term deposits) 
Current Liabiiiiies & Provisions 






















































































































































































(Net Fixed Assets • 
Working Capital) 
Key Ratios 
21438 20064 15218 16541 17056 18265 19105 24826 21288 18605 
EBDIT to average capital employed (percent' 
PBT to sales (percent) 
PBT to average capital employed (percen'i 
Return ( PAT) on net v/orth (percent; 
Earnings ( PAT) per snare (Rs ) 
Dfvidend per share ( percent ) 
Debt - Equity (times) 
Interest coverage ratio ( t imes ) 
Current ratio ( t imes 1 
Net worth per share ( Rs 1 
Working capital turnover latm \ t'mes 1 
Capital employed to turnovei ratio i time 
Pnce • earning ratio ( t imes ) 
PRODUCTION STATISTICS 
Item 





Semi Finished Steel 
Finished Steel 
Total 
Alloy & Special Steel Plants 
Saleable Steel 































































































































































































































• Includes IISCO, merged with SAIL from 2005-05 





r ^ 9 .,0 
Year ended 
31st March, 1999 





19 47 15665 09 
,C0M1 
SaJc; 
Tinished products internally consumed 
Interest earned 
Other revenues 





\ u n 
613 >i 
' I N D I i U R t 
Depletion to stbcks 
Riw materials consumed 
Purchase of semi/finished products and others 
Employees' Remuneration & Benefits 
Stores & Spares consumed 
Power & Fuel 
Rep-iirs & Maintenance 
Excise dury 
freight outward 
Other expenses & provisions 
Interest & finance charges 
Ucpreciation 
local 
1 ess Tr insferred to Inter Account 
Ad)ustments 
Loss for the ytsu before tax 










1 ' U ^ ' ^ 
H ' 1 (l 1 
( f l 
Z " S T 1 ' 
I'M) ' 
i l 6 ^ !i</ 
1 () ' " * 
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<-( ^ 
\ \ o 
1 
i ' 
1 r\\i -' 
i ess Refund of Income Tax for earlier years 
I^)ss for the year after tax 
ii insier from Generil Reserve 
ProfiL brought forward from previous year 
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Fraser & RoM 
Chartered Accountant' 
sa/-
( K.N. Ramasubramuiian ) ' ' 
Parmer 
Place New Delhi 
Dated May 27,2000 




In term! of our report of even date 
For and on behalf of 













S N. Nanda & Co. 
Chartered Accountants 
Sd/-
(S N. Nanda) 
Partner 
Bal ( - 1 3 . n C C ^yllC". H AS AT 31ST MARCH, 2000 
Schedule 
No 
As at , As at 
3 J St March, 2000 ., ' ' 31st March, 1999 
S O U R C E S o r I t ' N F j s 
Shareholders' Funds 
Share Capital 
Reserves and Surplus 
Loan Funds 
Secured I oans 
Unsecured Loans 

























Capital Work-in progress 
Investments 
Current hsstXs^ Loans & Advances 
Inventories 
Sundry Debtors 
Cash & Bank Balances 
Interest Receivable/Accrued 
Loans & Ad\ances 
Subsidiary CompaIlIe^ 
Others 











































Net Current Assets 
Miscellaneous Expenditure 
(to 'he extent not written off or .id)Uited) 
Profit & Loss Account Balance 
I 16 
Accounting Policies and Notes on Accounts 3 









Frasec & Ross 
Chartered Accountants 
sdy-
(K.N. Ramasubraminian \ 
Partner 
Place New Delhi 
Dated May 27, 2000 
Fo' and on behalf of Board of Directors 
Sd/-
(V.S.Jain) 
In terms of our report of even date ,, 
For and on behalf of 











' ' -Riyficfc^^-j? l:^sA\ 
Charttred Accountants f . „ , , _ 
Sd/- ^ V 
Parmer ' i\K ' 
S.N.'Nanda&Co.' 






FORTHEYEAR ENDED 31 ST MARCH, 2001 
INCOME 
Sales 
Finished products internally consumed 
Interest earned 
Other revenues 
Provisions no longer required written back 
EXPENDITURE 
Accretion(-)/Depletion to stocks 
Raw nnaterials consumed 
Purchase of semi/finished products 
Employees' Remuneration & Benefits 
Stores & Spares Consumed 
Power & Fuel 




Interest & finance charges 
Depreciation 
Total 
Less Transferred to Inter Account Adjustments 
Loss for the year 
Adjustments pertaining to earlier years 
Net Loss for the year 
Balance brought forward from previous year 
Transfer from General Reserve 
Transfer from Investment Allowance Reserve 















































31st March, 2000 





























Accounting Policies and Notes on Accounts 3 
Schedules 2iand 3 annexed hereto, form part of the Profit & Loss Account 














Place New Delhi 




In terms of our report of even date 
For and on behalf of 






















31st March, 2001 
As a 
31st March, 200C 
S O U R C E S O F F U N D S 
Shareholders" Funds 
8376 02 
Less" Current Liabilities & Provisions 
Current Liabilities 
Provisions 
Net Current Assets 
Miscellaneous Expenditure 
(to the extent not written of oi adjusted! 
Profit & Loss Account Debit Balance 
Accounting Policies and Notes on Accounts 3 




























In terms of our report of even date 
For and on behalf of 





(Rupees in crores. 
Share Capital 









Capital Work in-ProgreSb 
Investments 
Current Assets, Loans & Advances 
Inventories 
Sundry Debtors 
Cash & BanK Balancot. 
Intel est Receivable Act-uac 





























































Ray & Ray 













Place New Delhi 
Dated May 28, 2001 




Finished products internally consumed 
Interest earned 
Other revenues 
Provisions no longer required written bick 
FXPENDITURE 
Accr< tion( )/Depletion to stock;. 
Riu materials consumed 
I'lirchisc of scmi/finishtd producf; 
1 inployecs Remuneration <V Benefits 
Siorcs & Spares Consumed 
I'owtr & Fuel 
Rcpiirs & Maintenance 
Fxi-isc dut) 
1 rcight outward 
()ihcr expenses 
liucr St & finance cinrges 
[")(precution 
lonl 
1 tss rnnsfcrred to Inter Account Ad|ustnicnts 
1 OSS for the year 
Adjustmenrs perninin^ to tirlicr vcirs 
Net I OSS for the year 
F)Lliit Bihncc broughl foiwird from prcMOus vcir 
lunsfcrrcd from Investment Allovince Rcsersc 

















31st March, 2002 
15502 UO 
181 68 






^249 - 8 
1587 y -
1700 6 -










1696 3 " 
10 52 
r 0 6 89 

























- 9 ] 99 
1 7 0 n 5 2 
17/44 60 
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1>I KC Nevs Delhi 
n-ita! Mav 28. 2002 
For nnii nti hehnlfoj !) uiiii o] Dnec 
Sd' 
(VS Jain) 
D u toi (I 111 iih, I 
/;; teirii<ofiiiii icpoit of cuinliti 
Foi aiirl on bri iilfoj 
S N Nanda Si Co 






( / ' / / // 111 
Chatur>cd< & Co 
CIniiiitfi •iuoimtitnts 
Vl/ 
(S C Chitutvcdi) 
Piinui 
SJadule 
N„ 31st March, 2002 
As at 
31st Marcli, 2001 
SOURCES OF FUNDS 
Shareholders' Funds 
Share Capital 
Reserves and Surplus 
Loan Funds 
« Secured Loans 
Unsecured Loans 
APPLICATION OF FUNDS 
Fixed Assets 


















Net Current Assets 
Miscellaneous Expenditure 
(to the e\ti.ni not wnuen oft or idjusiej^ 






Aci-ounting Policies and Notes on .^^LOUIH^ 5 
Schedules 1 and 3 jnnextd hereto term ptit ot 'h.. B.IIIIKL Sheet 
(Ocvinder Kumar) 
\n u tar) 
S.R. Baihlioi & (ii 








Ih ti • /ID oj u:ir I iport of even date 
101 anil on behalf of 























Current Assets, Loans & Advances 
Inventories 
Sundry Debtors 
Cash & Bank Balances 
Inieresi RcceA able/Act.nieo 
Loans &. Ad\ancei 
Subsidiary Companv 
Others 
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Less Excise duty 
Finished pioducls internally consumed 
Interest earned 
Other revenues 
Provisions no longer required written back 
EXPENDITURE 
Depletion to stocks 
Raw nicitenals consumed 
Purchase of semi/finished products and others 
Employees' Remuneration & Benefits 
Stores & Spares consumed 
Power & Fuel 
•""lepaiis & Maintenance 
Freight outward 
Other expenses 
Interest & finance charges 
Ucproci.jlion 
Total 
Less Transferred to Inter Account Adjustments 
I obb foi the year 
Ad|ustments pertaining to earlier years 
Loss before Tax 
Add Hetund ol Income Tax 
Loss after Tax 
Ochil Ucil.mrc biouqht forward f iom previous yea 





























































9 " i ~ 
_ _ • - -
_^  ^ 
: 2 15 
J ) 8 ^ 
72^8 D^ 
7 8 55 
Year ended 
31st IVIarch, 2002 






i ; 5 2 
' /'06 89 
-
1 •'06 89 
753 73 
' U'O (v' 
^L I ountimj Policies and Notes on Accounts 3 
SLIH dules 2 and 3 annexed hereto, form part of the Profit & Loss Account 
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Place : New Delhi 
Dated • May 28, 2003 




31 St March, 2003 
As at 
31st March, 2002 
SOURCES OF FUNDS 
Shareholders' Fund 
Share Capital 





















18259.82 19309 73 





Capital Work in Progress 
Investments 
Current Assets Loans & Advances 
Inventories 
Sundry Debtors 
Cash & Bank Balances 
Interest Receivable Accrued 
Loans & Advances 
Subsidiary' Companies 
Others 
Less. Current Liabilities & Provisions 
Current Liab'lit'es 
Provisions 
Net Current Assets 
Miscellaneous Expenditure 
(to the extent not vsri'len off or ad,us ed) 
Profit & Loss Account Debit Balance 
1 5 
1 16 
Accounting Policies and Notes on Accoun's 3 


















































For and on behalf of Board of Directors 
(Devinder Kumar) 
Secretary 
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Place: New Delhi 
Dated • May 28, 2003 
Profit & Loss Account FOR THE YEAR ENDED 31ST MARCH, 2004 A 
INCOME 
Sales 
Less Excise duty 
Finished products internally consumed 
Interest earned 
Other revenues 
Prov/isions no longer required written back 
EXPENDITURE 
Depletion to stocks 
Raw materials consumed 
Purchase of semi/finished products and others 
Employees' Remuneration & Benefits 
Stores & Spares Consumed 
Power & Fuel 
Repairs & Maintenance 
Freight outward 
Other expenses 
Interest & finance charges 
Depreciation 
Total 
Less Inter Account Adjustments 
Adjustments pertaining to earlier years 
Piofit/ Loss ( - ) before tax 
Less Provision for taxation 
Adjustments of Income Tax of earlier years 
Profit / Loss ( - ) after tax 
Balance brought lorward 
Add • Amount transferred from Bonds Redempti 
















on Reserve ( Net) 
Year ended 






















































31st March. 2003 
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Place: Now Delhi 
Dated : May 28, 2004 
STEEL flUTHORITV Of inOlfl LlfTllTED I 




31st March, 2004 
As at 
31st March, 2003 
SOURCES OF FUNDS 
Shareholders' Fund 
Share Capital 











Current Assets, Loans & Advances 
Inventories 
Sundry Debtors 
Cash & Bank Balances 
Interest Receivable/Acrrued 
























































Less; Current Liabilities & Provisions 
Current Liabirties 
Provisions 
Net Current Assets 
Miscellaneous Expenditure 
(to the extent not written off or adjus'ea) 
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Place: New Delhi 
Dated : May 28,2004 
Profit & Loss Account 
FOR THE YEAR ENDED 31 ST MARCH, 2005 
INCOME 
Sales 
Less Excise duty 
Finished products internally consumed 
Interest earned 
Other revenues 
Provisions no longer required wntten back 
EXPENDITURE 
Accretion(-) Depletion to stocks 









Purchase of finished/ssmi-fmished products and others 
Employees' Remuneration & Benefits 
Stores & Spares Consumed 
Power & Fuel 
Repairs & Maintenance 
Freight outward 
Other expenses 
Inlerest & finance charges 
Depreciation 
Total 
Less Inter Account Adjustments 
Less () Ad|ustments pertaining to earlier years 
Protit before tax 
Less Provision for taxation 
- Current tax 
- Deferred tax 
- Earlier years adjustnients 
Prolit after tax 








Amount transferred from Bonds Redemption Reserve (net) 
Amount Available for Appropnation 
APPROPRIATIONS 
Transfeired to General Reserve 
Interim dividend 
Proposed dividend 
Tax on Interim Dividend 
Tax on Proposed Dividend . 
Balance carried to Balance SffiSttt 
Year ended 



















































' - 2 ' 4 6 









3lEt March, 2004 
























Earnings per Share (In Rupees) 
(Basic and Diluted) 
(Face value Rupees 10/- per Share) 
16 50 6 08 
Significant Accounting Policies and Notes on Accounts 3 
Schedules 2 and 3 annexed, hereto, fo-rn part of the Profit & Loss Account 
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Place: New Delhi 
Dated : K/lay 25, 2005 ^ 1 STEEL flUTHORITV OF inOlfl LimiTED 
Balance Sheet 
AS AT 31 ST MARCH, 2005 
SOURCES OF FUNDS 
Shareholders' Fund 
Share Capital 
Reserves and Surplus 











Current Assets, Loans & Advances 
Inventones 
Sundry Debtors 
Cash & Bank Balances 
Interest Receivable/Accrued 
Loans & Advances 
Subsidiary Companies 
Others 
Less: Current Liabilities & Provisions 
Current Liabilities 
Provisions 
Net Current Assets 
Miscellaneous Expenditure 






































































31st March, 2004 









Significant Accounting Policies and Notes on Accounts 3 
Schedules 1 and 3 annexed, hereto form part of the Balance Sheet. 
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Place : New Delhi 
Dated : May 25, 2005 
ANNUAL REPORT 2004-05 ms 
PROF-IT & LOSS ACCOUNT 




31st March, 2006 
Year ended 
31st March, 2005 
INCOME 
Sales 
Less Excise duty 
Finished products internally consumed 
Interest earned 
Other revenues 
Provisions no longer required written back 
EXPENDITURE 
Accretion in stocks 
Raw materials consumed 
Purchase of finished / semi-finished products 
Employees' Remuneration & Benefits 
Sloros 8, Spares Consumed 
l^ ovvei & Fuel 
Repars & Maintenance 
Freight outward 
Other expenses 
Intp-esi & finance charges 
Depreciation 































Adjustments pertaining to earlier years 
Piolit before tax 
Less Provision for taxation 
Current tax 
Deferred tax 
Fringe benefit tax 
Eailier years adjustments 
Profit after tax 
Amount Transferred from Bonds Redemption Reserve ( net) 
Accumulated losses of IISCO taken over 
Balance brought forward 
Amount available for appropnation 
APPROPRIATIONS 
Transferred to General Reserve 
Inlerini dividend 
Proposed dividend (Final) 
lax on Interim dividend 
Tax on Proposed dividend (Final) 
Balance earned over to Balance Sheet 
Earnings per Share (Face value Rupees 10/- each) 
Prolit after lax 
Aveiacje Numtjer of equity sliares 
Bi\sic ano Diluted Earnings per share (Rupees) 
Signilicant Acv,ounting Policies and Notes on Accounts 3 









Place . New Delhi 
Dated . IVlay 25.2006 




In (01 ms ol oui i(>poil ul even d.itr' 















































































For Dass Mnulik Mahendra K Agrawala & Co. 
Ctiartered Accountants 
Sd/-




As at 31st March, 2006 
1 5 
SOURCES OF FUNDS 
Shareholders' Fund 
Share Capital 




Deferred Tax Liability ( Net) 







Current Assets, Loans & Advances 
Inventories 
Sundry Debtors 
Cash & Bark Balances 
Interest Receivable/Accrued 
Loans & Advances 
Subsidiary Companies 
Others 
Less: Current Liabilities & Provisions 
Current Liabilities 
Provisions 
Net Current Assets 
Miscellaneous Expenditure 
(to the extent not wntten off or adjusted) 
Significant Accounting Policies and Notes on Accounts 3 






















31st March 2005 
(Rupees in crorr) 
10306 65 














































1.^ 851 55 
606 71 
416'' ^'j 










Place : New Delhi 
Dated : I^ yiay 25,2006 
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For Dass Maulik Mahendra K Agrawala & Co 
Chartered Accountants 
Sd/-






















Return on Average 
Capital Employed 
Return on Average Netwotth 
Asset Turnover 
Ave. age Inventory to Turnover 
Average Debtors to Turnover 
Gros , Block to Net Block 
lOebt to Total Equity 
UobI to Equity 
Current Ratio 
IntcrLbt rjover Ratio 
Nf tivoith per share 
L irnings per share 
Diviclencl Payout 

































23 6 1 % 
6 39 
2003-04 




































6 5 1 % 










5 6 1 












1 3 i 
1 5 D 
2 bO 








11 5 1 % 
58 47% 
10 73% 
r 8 1 % 
1 44 
59 41 
1 ' i ^ 
1 65 
2 32 






















18 6 2 % 
6 2 7 % 
7 50% 
















10 6 1 % 













1 I BiDIA/1 urno/cr Earnings Before interest Depreciation Tax and AmortisationTurno\j 
(luri ovei Net Sales + Other Income) 
2 PBT/lurno>/£r Profit Before TaxATurnover 
i HPIUIM >)n Average Capital Employed Earnings Before Interest and Tax/Average Capita Ei ipluyed 
(Capital Employed Total Funds Employed - IVIiscellaneous Expenses to the extent not \.ntten o't oi adjusted) 
4 Return on Average Net Worth Profit After Tax/Average Net Worth 
(No Wuilh Share Capital + Reserves & Surplus - tvliscellaneous Expenses to the extent not written off or adjusted) 
'i As^el Turnover (Net Sales -i- Other Income - Investment lncome)/(Net Fixed Assets f Current Assets i- Loans and Advances) 
C Average Inventory to Turnover Average Inventory/Gross Sales 
7 Avf^rage Debtors to Turnover Average Debtors/Gross Sales 
8 Gross Block to Net Block Gross Block/Net Block 
9 Debt to Total Equity Debt/(Debt + Equity) 
(Detjl Total Loans + Provision for ESS + Deferred Tax Liability + Long-term Guarantees - Current Ijivestments - Cash & Bank Balances) 
(Equity = Net Wortfi) 
10 Debt to Equity Debt/Equity 
11 Current Ratio Current Assets/Current Liabilities 
12 Interest Cover Ratio Earnings Before Interest and Tax/Interest 
13 Net Worth per Share Net Worth/Number of Shares 
14 Earnings per Share Profit attnbutable to Ordinary Shareholders/Weighted average number of ordinary shares 
15 Dividend Payout Dividend/Profit after Tax 
16 P/E Ratio fylarket Pnce/Earnings per Snare 











1 SALE OF PRODUCTS AND SERVICES 
2 OTHER INCOME 
EXPENDITURE: 
3 MANUFACTURING AND OTHER EXPENSES 
4 DEPRECIATION 
5 Less - EXPENDITURE (OTHER THAN INTEREST) 
TRANSFERRED TO CAPITAL AND OTHER 
ACCOUNTS (Note 8, Page 51) 
6 INTEREST 
7 TOTAL EXPENDITURE 
PROFIT BEFORE TAXES AND EXTRAORDINARY ITEMS 
8 EMPLOYEE SEPARATION COMPENSATION 
(Note 7, Page 51) 
9 PROFIT ON SALE OF NET ASSETS OF CEMENT 
DIVISION (Note 8 Page 51) 
10 PROFIT ON SALE OF LONG TERM INVESTMENTS 
PROFIT BEFORE TAXES 
11 TAXES 
PROFIT AFTER TAXES 
12 Less-AMOUNT TRANSFERRED TO 
DEBENTURE REDEMPTION RESERVE 
13 
14 
Add— AMOUNT TRANSFERRED FROM 
INVESTMENT ALLOWANCE (UTILISED) 
RESERVE 
BALANCE BROUGHT FORWARD FROM LAST 
YEAR 
AMOUNT AVAILABLE FOR APPROPRIATIONS 
15 APPROPRIATIONS 
(a) INTERIM DIVIDENDS 
(b) PROPOSED DIVIDENDS 
(c) TAX ON DIVIDENDS 
(Details as per Directors Report Page 9) 
(d) GENERAL RESERVE 
BALANCE CARRIED TO BALANCE SHEET 
NOTES ON BALANCE SHEET AND PROFIT 
































































As per our report attached 
For A F FERGUSON & CO 
Chartered Accouritants 
A K MAHINDRA 
Partner 
ForS B BILLIMORIA&CO 
Ctiartered Accountants 
Y H MALEGAM 
Partner 
Miimt)ii l/lhMciy POOO 
MRS S S KUDTARKAR 
Company Secretary 
For and on behalf of the Board 




Mumbat 17th May 2000 
TATA STEEL 
Ninety third annual repoit 1999-2000 
The Tata Iron and Steel Company Limited 




















1 SHARE CAPITAL 
2 RESERVES AND SURPLUS 




c Total Loans 
5 PROVISION FOR EMPLOYEE SEPARATION 
COMPENSATION (See Note 7, Page 51) 
6 TOTAL FUNDS EMPLOYED 
APPLICATION OF FUNDS 
7 FIXED ASSETS 
a Gross Block 
b /.ess—Depreciation 
c Net Block 
8 INVESTMENTS 
9 A CURRENT ASSETS 
a Stores and spare parts 
b Stock in trade 
c Sundry debtors 
d Interest accrued on investments 
e Cash and Bank balances 








Less CURRENT LIABILITIES AND 
PROVISIONS 
A Current Liabilities 
B Provisions 
NET CURRENT ASSETS 
MISCELLANEOUS EXPENDITURE 
not written off or adjusted) 
Employee Separation Compensation 
(See Note ^ Page 51) 
13 TOTAL ASSETS (Net) 
Contingent Liabilities (See Note 2 Page 51) 
NOTES ON BALANCE SHEET AND 





























































As per our report attached 
For A F FERGUSONS CO 
Chartered Accountants 
A K MAHINDRA 
Partner 
ForS B BILLIMORIA&CO 
Ctiartered Accountants 
Y H MALEGAM 
Partner 
Mumbai 17th May 2000 
MRS S S KUDTARKAR 
Company Secretary 
For and on behalf of the Board 
















SALE OF PRODUCTS AND SERVICES 
OTHER INCOME 
EXPENDITURE : 
3 MANUFACTURING AND OTHER EXPENSES 
4 DEPRECIATION 
5 less — EXPENDITURE (OTHER THAN INTEREST) 
TRANSFERRED TO CAPITAL AND OTHER 
ACCOUNTS 
6 INTEREST 
7 TOTAL EXPENDITURE 
PROFIT BEFORE TAXES AND EXCEPTIONAL/ 
EXTRAORDINARY ITEMS 
8 EMPLOYEE SEPARATION COMPENSATION 
(Note 6, Page 51) 
9 PROVISION FOR POWER COST RELATING TO 
PREVIOUS YEARS 
10 PROFIT ON SALE OF LONG TERM INVESTMENTS 
PROFIT BEFORE TAXES 
11 TAXES 
faj CURRENT TAX 
fbj DEFERRED TAX (See Note 20 Page 55) 
PROFIT AFTER TAXES 
12 AM— AMOUNT TRANSFERRED FROM 
DEBENTURE REDEMPTION RESERVE 
13 Acfd— AMOUNTTRANSFERRED FROM INVESTMENT 
ALLOWANCE (UTILISED) RESERVE 
14 Zes5—AMOUNTTRANSFERRED TO 
DEBENTURE REDEMPTION RESERVE 
15 Less — AMOUNT TRANSFERRED TO 
CAPITAL REDEMPTION RESERVE 
16 BALANCE BROUGHT FORWARD FROM LAST 
YEAR 
AMOUNT AVAILABLE FOR APPROPRIATIONS 
17 APPROPRIATIONS 
faJ INTERIM DIVIDENDS ON PREFERENCE SHARES 
l2)J INTERIM DIVIDENDS ON ORDINARY SHARES 
fcj PROPOSED DIVIDENDS 
fdj TAX ON DIVIDENDS 
(Details as per Directors' Report, Page 9) 
fej CONTINGENCY RESERVE 
ffj GENERAL RESERVE 
BALANCE CARRIED TO BALANCE SHEET 
Basle and Diluted Earnings per Share (Rs) (See Note 19 Page 54) 
NOTES ON B A I X N C E SHEET AND PROFIT 
AND LOSS ACCOUNT 
As per our report attached 
For A F FERGUSONS. CO, 
Chartered Accountants, 
A K MAHINDRA 
Partn&r 
ForS B BILLIMORIA&CO 
Chartered Accountants, 
Y H MALEGAM 
Partner 













































































For dnd on behalf of the Board 




Mumbai 30th M,iy ^UU/ 
TATA STEEL 
The Tata Iron and Steel Company Limited 











FUNDS EMPLOYED . 
1 SHARE CAPITAL 
2 RESERVES AND SURPLUS 




c Total Loans 
5 DEFERRED TAX UABILITY (NET) (See Note 20, Page 55) 
6 PROVISION FOR EMPLOYEE SEPARATION 
COMPENSATION (See Note 6, Page 51) 
7 TOTAL FUNDS EMPLOYED 
APPLICATION OF FUNDS 
42 8 FIXED ASSETS 
a Gross Block 




















Stores and spare parts 
Stock in trade 
Sundn/ debtors 
Interest accrued on investments 
Cash and Bank balances 








L^-'^ CURRENT LIABILITIES AND 
PROVISIONS 
A Curre'^ t Liabilities 
8 ProMSions 
NET CURRENT ASSETS 
MISCELLANEOUS EXPENDITURE 
50 
not wntten off oi adjusted) 
Employee Separation Compensation 
{See Notes Page 51) 
14 TOTAL ASSETS (Net) 
Contingent Liabilities (See Note 2 Page 50) 
NOTES ON BALANCE SHEET AND 































































As per our report attached 
For A F FERGUSON SCO 
Chartered Accountants 
A K MAHINDRA 
Partner 
ForS B BILLIMORIA& CO 
Chartered A ccountants 
Y H MALEGAM 
Partner 
Mumbai 30th May 2002 
JC BHAM 
Company Secretary 
Mumbai 30th May 2002 
For and on behalf of the Board 





Profit and Loss Account for the year ended 31 
' ' IliCOME: ' 
Schedule Page 
( . . 
1 40 1. SALE OF PRODUCTS AND SERVICES.. . . 
Less—Excise Duty (See Note 5, Page 59). 
2 40 2. OTHER INCOME 
EXPENDITURE: 
4 41 3. i MANUFACTURING AND OTHER EXPENSES. 
4. DEPRECIATION (Sea Note 6, Page 59) ' 
'. J , ' ' 
5. Less — EXPENDITURE (OTHER THAN INTEREST) 
TRANSFERRED TO CAPITAL AND OTHER 
, ACCOUNTS 
i 
3 40 ' 6 INTEREST ''. 
7. TOTAL EXPENDITURE 
PROFTT BEFORE TAXES AND EXCEPTIONAiy 
EXTRAORDINARY ITEMS 
Ifi. EMPLOYEE SEPARATION COMPENSATION 
(Note 10, Page 59) 
9. PROFIT ON SALE OF LONG TERM INVESTMENTS 
PROFIT BEFORE TAXES 
10. TAXES 
(a) CURRENT TAX (See Note 11, Page 59) 
(b) DEFERRED TAX (See Note 24, Page 66) 
PROFIT AFTER TAXES 
11. Add— AMOUNT TRANSFERRED FROM 
DEBENTURE REDEMPTION RESERVE 
12 Add— AMOUNfmANSFERRED FROM INVESTMENT 
ALLOWANCE (UTILISED) RESERVE 
13 /.ess—AMOUNT TRANSFERRED TO 
CAPITAL REDEMP1 ION RESERVE 
14 BALANCE BROUGHT FORWARD 
(a) FROM LAST YEAR 
(b) TAKEN OVER ON AMALGAMATION OF ERSTWHILE 
TATA SSL LTD . 
AMOUNT AVAIUBLE FOR APPROPRIATIONS 
15 APPROPRIATIONS 
(a) INTERIM DIVIDENDS ON PREFERENCE SHARES 
(b) INTERIM DIVIDENDS ON ORDINARY SHARES 
(c) PROPOSED DIVIDENDS 
(d) TAX ON DIVIDENDS 
(Details as per Directors' Report, Page 11) 
(e) GENERAL RESERVE 
BALANCE CARRIED TO BALANCE SHEET 
Basic and Diluted Earnings per Share (Rs) (See Nde 23, Page 66) 
M 57 NOTES ON BALANCE SHEET AND PROFIT 
AND LOSS ACCOUNT 
^s per our report attached 
For A F FERGUSON & CO, 
Chartered Accountants, 
A K MAHINDRA 
Partner 
ForS B BILLIMORIA&CO, 
Chartered Accountants, JC BHAM 
Y H MALEQAM Company Secretary 
Partner 
Mumbai 29th May 2003 Mumbai 29lh May 2003 
St March, 2003 
For and on behalf of the Board 
RATAN N TATA 
Chairman 


























































































The Tata Iron and Steel Company Limited , 



















RESERVES AND SURPLUS :..., 











c Total Loans 
5. DEFEBFEDTAXUmUTy(NET}(SeeNc^24,Pageedj 
6. PROVISION FOR EMPLOYEE SEPARATION 
COMPENSATION (See Note 10, Page 59) ..... 
7. TOTAL FUNDS EMPLOYED 
APPLICATION OF FUNDS: 
8. FIXED ASSETS 
a Gross Block 
b Less — Depreciation 
9. 
10. 
c Net Block 
INVESTMENTS 
A. CURRENT ASSETS 
Stores and spare parts 
Stock-'n-trade... , 
Sundry debtors 
Interest accrued on Investments. 
Cash and Bank balances 








Less: CURRENT LIABILITIES AND 
PROVISIONS 




NET CURRENT ASSETS 
MISCELLANEOUS EXPENDITURE (to the extent 
not wntten off or adjusted) 
Employee Separation Compensation 
(See Note 10, Page 59) 
TOTALASSETS (Net) 
Contingent Liabilities (See Note 2, Page 58) 
NOTES OM BALANCE SHEET AND 
PROFIT AND LOSS ACCOUNT 
As per our report attached 




ForS B. BILUMORIA&CO., 
Chartered Accountants, 
Y. H MALEGAM 
Pj}j1npr 
Mumbai, 29th May. 2003 


















































































Mumbai, 29th May, 200.'} 
TAT 








1 SALE OF PRODUCTS AND SERVICES 
Less - Excise Duty (See Note 3, Page 73) 
2 OTHER INCOME 
EXPENDITURE: 
3 MANUFACTURING AND OTHER EXPENSES 
4 DEPRECIATION 
5 Less — EXPENDITURE (OTHER THAN INTEREST) 
TRANSFERRED TO CAPITAL AND OTHER 
ACCOUNTS 
6 INTEREST 
7 TOTAL EXPENDITURE 
PROFIT BEFORE TAXES AND EXCEPTIONAL ITEMS 
8 EMPLOYEE SEPARATION COMPENSATION 
(Note 7, Page 73) 
9 PROFIT ON SALE OF LONG TERM INVESTMENTS 
PROFIT BEFORE TAXES 
10 TAXES 
(a) CURRENT TAX 
(b) DEFERRED TAX (See Note 21 Page 82) 
PROFIT AFTER TAXES 
11 BALANCE BROUGHT FORWARD 
(a) FROM LAST YEAR 
(b) TAKEN OVER ON AMALGAMATION OF ERSTWHILE 
TATA SSL LTD 
AMOUNT AVAILABLE FOR APPROPRIATIONS 
12 APPROPRIATIONS 
(a) PROPOSED DIVIDENDS 
(Details as per Directors' Report Page 23) 
TAX ON DIVIDENDS (b) 
(C) GENERAL RESERVE 
BALANCE CARRIED TO BALANCE SHEET 
Basle and Diluted Earnings per Share Rs. 
(See Note 20, Page 82) 
NOTES ON BALANCE SHEET AND PROFIT 



































































As per our report attached 
to the Balance Sheet 
For and on behalf of the Board 
RATAN N TATA Chairman 
For A F FERGUSON & CO, 
Chartered Accountants, 
A K MAHINDRA 
Partner 
For S B BILLIMORIA & CO , 
Chartered Accountants, 
P R RAMESH 
Partner 
Mumbai 20ili May 2004 
J C SHAM 
Company Secretary 
KESHUB MAHINDRA \ 
NUSLI N WADIA 




B MUTHURAMAN ] 
TMUKHERJEE 





TheTata Iron and Steel Company Limited 


















FUNDS EMPLOYED : 
1. SHARE CAPITAL 
2. RESERVES AND SURPLUS 
3, 
4. 




c Total Loans 
DEFERRED TAX LIABILITY (NET) (See Note 21, Page 82) 
PROVISION FOR EMPLOYEE SEPARATION 
COMPENSATION (See Note 7, Page 73) 
TOTAL FUNDS EMPLOYED 
APPLICATION OF FUNDS : 
8. FIXED ASSETS 
a Gross Block 














c Net Block 
NVESTMENTS 
CURRENT ASSETS 
Stores and spare parts 
Stock-in-trade •. 
Sundry debtors 
Interest accrued on investments. 
Cash and Bank balances 











NET CURRENT ASSETS 
MISCELLANEOUS EXPENDITURE (to the extent 
not written off or adjusted) 
Employee Separation Compensation 
(See Note 7, Page 73) 
TOTAL ASSETS (Net) 
Contingent Liabilities (See Note 2, Page 73) 
NOTES ON BALANCE SHEET AND 
PROFIT AND LOSS ACCOUNT 
As per our report attached 




For S B BILLIMORIA & CO,, 
Chartered Accountants, 
P R RAMESH 
Partner 





































































For and on behalf of the Board 
RATAN N TATA Chairman 
KESHUB MAHINDRA \ 
NUSLI N WADIA 
8 M PALIA ') Directors 
P K KAUL 
ISHAAT HUSSAIN 
JAMSHED J IRANI 
















1 SALE OF PRODUCTS AND SERVICES 
Less — Excise Duty (See Note 3 Page 78) 
2 OTHER INCOME 
EXPENDITURE . 
3 MANUFACTURING AND OTHER EXPENSES 
4 DEPRECIATION 
5 Less —EXPENDITURE (OTHER THAN INTEREST) 
TRANSFERRED TO CAPITAL AND OTHER 
ACCOUNTS 
6 INTEREST 
7 TOTAL EXPENDITURE 
PROFIT BEFORE TAXES AND EXCEPTIONAL ITEMS 
8 EMPLOYEE SEPARATION COMPENSATION 
(Note 6 Page 78) 
9 PROFIT ON SALE OF LONG TERM INVESTMENTS 
PROFIT BEFORE TAXES 
10 TAXES 
(a) CURRENT TAX (See Note 15 Page 8 l j 
(b) EDUCATION CESS ON INCOME TAX 
(c) DEFERRED TAX (See Note 21 Page 87) 
PROFIT AFTER TAXES 
11 BALANCE BROUGHT FORWARD FROM LAST YEAR 
AMOUNT AVAILABLE FOR APPROPRIATIONS 
12 APPROPRIATIONS 
(a) PROPOSED DIVIDENDS 
(Details as per Directors Report Page 23) 
(bj TAX ON DIVIDENDS 
(c) GENERAL RESERVE 
BALANCE CARRIED TO BALANCE SHEET 
Basic and Diluted Earnings per Share Rs. 
(See Note 20, Page 87) 
NOTES ON BALANCE SHEET AND PROFIT 
AND LOSS ACCOUNT 
Riioees 
V 1 '> 
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Ab per our report attached 
to ttie Balance Sheet 
For A F FERGUSON & CO , 
Chartered Accountants 
A K MAHINDRA 
Panner 
For S B BILLIMORIA & CO , 
Ci\irtered Accountants 
P R RAMESH 
Partner 
Muniij^ii t )i'i M\y 200b 
J C BHAM 
Company Secretary 
foi oHcl Oil belviif of 
RAfAN N TATA 
NUSLl N WADIA 
S M PALIA 
P K KAUL 
SURESH KRISHNA 
ISHAAT HUSSAIN 
JAMSHED J IRANI 
b HTENDER 
B '1UTHURAMAN 
I t/UKIIM IFF 






Din I Irrs 
TATA STEEL 
TheTata Iron and Steel Company Limited 














RFSERVES AND SURPLUS 
TOr^LSHflRCriOLDFRS FUNDS 
LOAN-. 
^ i i f i 
L U T "ui lod 
r To l! I O Ob 
ULII RRF D TAX LIABILITY (NET) (See Note 21 Page 
n 1- POVISION FOR EMPLOYEE SEPARATION 
COMPFN^ATION iSee Note 6 Page 78) 
1()1 U FUNDS EMPLOYED 
APPLICATION OF FUNDS 
H / K ) A' . '^nS 
G s'^  Block 
) -" Impiiimen' (See Note 16 Page 81) 
P pia I ition 
" I MIS 
- n P ^ - ASSETS 
3|-?i£ parts 
^ '•^ J ie 
-^  c b 
^ L cT on i\estments 
5an^ balances 
C/^IIS A( D ADVANCES 
LL^PE\T LIABILITIES AND 
PP-) I'^ IGNS 
^ f t - I t I lah [ties 
•^ P 0115 
K T ^ UnhLNT ASbETS 
f bCELLANFOUS EXPENDITURE (to the extent 
I olf or adjusted) 
Lrpoyee Se[ ara'ion Compensation 
(SPG I ot r Page 78) 
^-^TM X'^ SFTS (Net) 
I, II I i'li los ^See Note 2 Page 78) 
^ ^ T l S ON BALANCE SHEET AND 
P h U r j AND LOSS ACCOUNT.. „ ^ 
87) 
As pel 0 re attarl eo 
EG A F FERGUSON 8 CO 
Charterel Arcoui lai 's 
A K MAHINDRA 
P r i 
For S B BILLII-'O'" A CO 
Cl^arterp-' A c ; /= )f<; 
P n R " FSH 
Pi ( tr 
Mumba Wh Ma) 200-^ 
J C BHAM 
Company Secretary 













For and on behalf of the Board 
RATAN N TATA Cha rman 
NUSLI N WADIA 
S M PALIA 
P K KAUI 
SURESH KRISHNA 
ISHAAF HUSSAIN 
JAMSHED J IRANI 
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r 61 1 
5; / ; (• 
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"26 1 






B M U T H U R A M A N 
T M U K H E R J E E 
A N SINGH 
Execut yp 
D rcc'or': 








SALE OF PRODUCTS AND SERVICES 





MANUFACTURING AND OTHER EXPENSES 
DEPRECIATION 
5. /.ess —EXPENDITURE (OTHER THAN INTEREST) 
TRANSFERRED TO CAPITAL AND OTHER 
ACCOUNTS 
6. INTEREST 
7. TOTAL EXPENDITURE 
PROFIT BEFORE TAXES AND EXCEPTIONAL ITEMS 
8. EMPLOYEE SEPARATION COMPENSATION 
(Note 9, Page 87) 
9. PROFIT ON SALE OF LONG TERM INVESTMENTS 
PROFIT BEFORE TAXES 
10. TAXES 
(a) CURRENT TAX (See Note 18, Page 88) 
(b) DEFERRED TAX (See Note 23, Page 95) 
(c) FRINGE BENEFITS TAX 
PROFIT AFTER TAXES 
11. BAUVNCE BROUGHT FORWARD FROM LAST YEAR 
AMOUNT AVAILABLE FOR APPROPRIATIONS 
12. APPROPRIATIONS ; 
(a) PROPOSED DIVIDENDS 
(Details as per Directors' Report, Page 23) 
(b) TAX ON DIVIDENDS 
(c) GENERAL RESERVE 
BALANCE CARRIED TO BALANCE SHEET. 
Basic and Diluted Earnings per Share Rs 
(See Note 22, Page 95) 
NOTES ON BALANCE SHEET AND PROFIT 




































' As per our report attached 
to ttie Balance Sheet 
For A F FERGUSON &,C0., 
Chartered Accountants, 
A K MAHINDRA 
Partr^er. 




Mumbai. !8tli May, 2006 
J C BHAM 
Company Secretary 
For and on be.'ialf of the Board 
RATAN N TATA 
NUSLINWADIA 
S M PALIA 
SURESH KRISHNA 
ISHAAT HUSSAIN 
JAMSHED J IRANI 
B MUTHURAMAN 
T MUKHERJEE 
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Balance Sheet as at 31st March, 2006 
FUNDS EMPLOYED . 
Page 
71 1 SHARE CAPITAL 
72 2 RESERVES AND SURPLUS 
3 TOTAL SHAREHOLDERS FUNDS 
4 LOANS 
73 a Secured 
75 b Unsecured 
c Total Loans 
5 DEFERRED TAX LIABILITY (NET) (See Note 23, Page 95) 
6 PROVISION FOR EMPLOYEE SEPARATION 
COMPENSATION (See Note 9, Page 87) 
7 TOTAL FUNDS EMPLOYED 
APPLICATION OF FUNDS : 



























Less — Impairment 











Stores and spare parts 
Stock in trade 
Sundry debtors 
Interest accrued on investments 
Cash and Bank balances 




Less CURRENT LIABILITIES AND 
PROVISIONS 
A Current Liabilities 
B Provisions 
NET CURRENT ASSETS 
MISCELLANEOUS EXPENDITURE (to the extent 
rot \\ritten off or adjusted) 
Emplovee Separation Compensation 
(See Note 9 Page 87) 
TOTAL ASSETS (Net) 
Contingent Liabilities (See Note 2 Page 86) 
NOTES ON BALANCE SHEET AND 














As per our report attached 
For A F FERGUSON & CO 
Chartered Accountants 
A K MAHINDflA 
Partner 




Mumbai 18th May 2006 
J C BHAM 
Company Secretary 
For and on behalf of the Board 
RATAN N TATA 
NUSLI N WADIA 
S M PALIA 
SURESH KRISHNA 
ISHAAT HUSSAIN 
JAMSHED J IRANI 
B MUTHURAMAN 
T MUKHERJEE 
A N SINGH 
16564 90 
94 19 
6605 66 
442 66 
1732 09 
539 40 
0 20 
288 39 
9865.05 
4069.96 
15055 25 
97 52 
5845 49 
9112 24 
2432 65 
349 06 
1523 34 
581 82 
0 20 
246 72 
As at 
31-3-2005 
Rupees 
crores 
553 67 
6506 25 
7059 92 
2468 18 
271 5? 
2739 70 
829 42 
1514 26 
12143 30 
2701 14 
1382 44 
4083 58 
2689 83 
1010 16 
3699 99 
383 59 
214 82 
12143 30 
Chairman 
Directors 
Executive 
Directors 
